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THE FUTURE OF THE WORLD TRADE
ORGANIZATION

TUESDAY, MAY 17, 2005

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON TRADE,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:07 a.m., in
room 1100, Longworth House Office Building, Hon. E. Clay Shaw,
Jr. (Chairman of the Subcommittee) presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON TRADE

FOR IMMEDIATE RELEASE CONTACT: 202-225-1721
May 05, 2005
No. TR-2

Shaw Announces Hearing on the Future of the
World Trade Organization

Congressman E. Clay Shaw, Jr. (R-FL), Chairman, Subcommittee on Trade of the
Committee on Ways and Means, today announced that the Subcommittee will hold
a hearing to review future prospects for U.S. participation in the World Trade Orga-
nization (WTO). The hearing will take place on Tuesday, May 17, 2005, in the
main Committee hearing room, 1100 Longworth House Office Building, be-
ginning at 10:00 a.m.

Oral testimony at this hearing will be from both invited and public witnesses. In-
vited witnesses will include the Honorable Peter F. Allgeier, Deputy U.S. Trade
Representative. Also, any individual or organization not scheduled for an oral ap-
pearance may submit a written statement for consideration by the Subcommittee or
for inclusion in the printed record of the hearing.

BACKGROUND:

The WTO was established in the Uruguay Round, which was the eighth round
or series of multilateral trade negotiations under the General Agreement on Tariffs
and Trade (GATT). These negotiations to expand trade, which date back to the es-
tablishment of the GATT in 1948, were a response to the Great Depression and the
political upheaval and conflicts of the 1930s, which deepened as a result of protec-
tionist policies such as the Smoot-Hawley Tariff. Work under the GATT system
aimed at raising living standards and promoting international economic growth
through the opening of world markets has spanned six decades.

The trade agreements reached at the end of 1994 during the Uruguay Round were
noteworthy in that they greatly expanded coverage of GATT rules beyond manufac-
tured goods trade to include agricultural trade, services trade, trade-related invest-
ment measures, intellectual property rights, and textiles. The most visible accom-
plishment of this multilateral trade round was to establish the WTO to administer
the GATT agreements and to settle disputes among WTO members.

World Trade Organization countries are currently participating in the ninth round
of negotiations, called the Doha Development Round, which was launched in Doha,
Qatar, in November 2001. The Doha agenda provides a mandate for negotiations on
a range of subjects and work in on-going WTO committees. According to the U.S.
Trade Representative, the main focus of the negotiations is in the following areas:
agriculture, industrial market access, services, trade facilitation, WTO rules (.e.,
trade remedies, regional agreements, and fish subsidies), and development. The goal
of the Doha agenda is to reduce trade barriers so as to expand global economic
growth, development, and opportunity.

Sections 124-125 of the Uruguay Round Agreements Act (URAA) (P.L. 103-465)
require the President to submit a special report on U.S. participation in the WTO
every 5 years from the date the United States first joined the WTO. Congress re-
ceived the first of these 5-year reports in 2000. Congress received the second report
on March 1, 2005. Included in the “2005 Trade Policy Agenda and 2004 Annual Re-
port of the President’s Trade Agreements Program” is the President’s review of the
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WTO, including highlights, recent accomplishments, as well as cumulative assess-
ments of major trade topics since the WT'O was established such as: (1) expanded
market access in goods and services, (2) economic benefits of trade, (3) trade related
aspects of intellectual property rights and investment protection, (4) customs related
matters, (5) continued operation of a sound and effective system to settle disputes,
and (6) launch of the Doha Development Round in 2001.

H.J. Res. 27, a joint resolution which would withdraw approval of the United
States from the Agreement establishing the WTO, was introduced on March 2, 2005,
by Rep. Bernard Sanders (I-VT) and Rep. Ron Paul (R-TX). Pursuant to the re-
quirements of sections 124-125, this resolution is privileged, and the Committee on
Ways and Means must consider it within 45 days or face discharge.

In announcing the hearing, Chairman Shaw stated: “The WTO has proven to be
a useful forum for building trade relationships and working out disputes. I cannot
imagine anyone seriously thinking that we are better off without the WTO, but it
is important that Congress continually review and oversee how the system works.
I look forward to hearing from government and private sector panels on their views
of how the system has succeeded and what challenges remain.”

FOCUS OF THE HEARING:

The focus of the hearing will be to examine: (1) overall results of U.S. membership
in the WTO and the GATT, (2) whether future participation of the United States
in the WTO and the multilateral trading system can be expected to benefit Ameri-
cans, and (3) prospects for increased economic opportunities for U.S. farmers, work-
ers, and consumers in the Doha Round.

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD AT THE WTO
HEARING:

Requests to be heard at the hearing must be made by telephone to Michael Mor-
row or Kevin Herms at (202) 225-1721 no later than the close of business Tuesday,
May 10, 2005. The telephone request should be followed by a formal written request
faxed to Allison Giles, Chief of Staff, the Committee on Ways and Means, U.S.
House of Representatives, 1102 Longworth House Office Building, Washington, D.C.
20515, at (202) 225-2610. The staff of the Committee will notify by telephone those
scheduled to appear as soon as possible after the filing deadline. Any questions con-
cerning a scheduled appearance should be directed to the Committee staff at (202)
225-1721.

In view of the limited time available to hear witnesses, the Committee
may not be able to accommodate all requests to be heard. Those persons and
organizations not scheduled for an oral appearance are encouraged to submit writ-
ten statements for the record of the hearing in lieu of a personal appearance. All
persons requesting to be heard, whether they are scheduled for oral testimony or
not, will be notified as soon as possible after the filing deadline.

Witnesses scheduled to present oral testimony are required to summarize briefly
their written statements in no more than five minutes. THE FIVE-MINUTE
RULE WILL BE STRICTLY ENFORCED. The full written statement of each
witness will be included in the printed record, in accordance with House
Rules.

In order to assure the most productive use of the limited amount of time available
to question witnesses, all witnesses scheduled to appear before the Committee are
required to submit 300 copies, along with an IBM compatible 3.5-inch diskette in
WordPerfect or MS Word format, of their prepared statement for review by Members
prior to the hearing. Testimony should arrive at the full Committee office,
1102 Longworth House Office Building, no later than close of business on
Friday, May 13, 2005. The 300 copies can be delivered to the Committee staff in
one of two ways: (1) Government agency employees can deliver their copies to 1102
Longworth House Office Building in an open and searchable box, but must carry
with them their respective government issued identification to show the U.S. Capitol
Police, or (2) for non-government officials, the copies must be sent to the new Con-
gressional Courier Acceptance Site at the location of 2nd and D Streets, N.E., at
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least 48 hours prior to the hearing date. Please ensure that you have the
address of the Committee, 1102 Longworth House Office Building, on your
package, and contact the staff of the Committee at (202) 225-1721 of its im-
pending arrival. Due to new House mailing procedures, please avoid using mail
couriers such as the U.S. Postal Service, UPS, and FedEx. When a couriered item
arrives at this facility, it will be opened, screened, and then delivered to the Com-
mittee office, within one of the following two time frames: (1) expected or confirmed
deliveries will be delivered in approximately 2 to 3 hours, and (2) unexpected items,
or items not approved by the Committee office, will be delivered the morning of the
next business day. The U.S. Capitol Police will refuse all non-governmental courier
deliveries to all House Office Buildings.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE AT THE
WTO HEARING:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
http:/lwaysandmeans.house.gov, select “109th Congress” from the menu entitled,
“Hearing Archives” (http://waysandmeans.house.gov/Hearings.asp?congress=17). Se-
lect the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, completing all informational forms and clicking “submit” on the
final page, an email will be sent to the address which you supply confirming your
interest in providing a submission for the record. You MUST REPLY to the email
and ATTACH your submission as a Word or WordPerfect document, in compliance
with the formatting requirements listed below, by close of business Monday, May
23, 2005. Finally, please note that due to the change in House mail policy, the U.S.
Capitol Police will refuse sealed-package deliveries to all House Office Buildings.
Those filing written statements who wish to have their statements distributed to
the press and interested public at the hearing can follow the same procedure listed
above for those who are testifying and making an oral presentation. For questions,
or if you encounter technical problems, please call (202) 225-1721.

FORMATTING REQUIREMENTS FOR WTO HEARING:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item not in compliance with these guidelines will not be printed, but will
be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or
WordPerfect format and MUST NOT exceed a total of 10 pages, including attach-
ments. Witnesses and submitters are advised that the Committee relies on elec-
tronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted
for printing. Instead, exhibit material should be referenced and quoted or para-
phrased. All exhibit material not meeting these specifications will be maintained in
the Committee files for review and use by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations
on whose behalf the witness appears. A supplemental sheet must accompany each
submission listing the name, company, address, telephone and fax numbers of each
witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.
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The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman SHAW. Good morning. Thank you. In today’s hearing
the Subcommittee will examine the overall U.S. membership in the
World Trade Organization (WTO), spending, I hope, a few moments
on the past and then turning toward the current negotiation and
what is at stake for American firms, workers, farmers, and con-
sumers. I expect the discussion today will include a wide array of
issues, ranging from agriculture to intellectual property, and from
textiles to banking. All too often we focus our attention on aspects
of trade we disagree with. For example, it is inevitable that when
we meet with foreign representatives we spend much of our time
discussing very specific trade barriers and little time phrasing the
broad range of cooperation and success we may have.

This hearing may be no different, but Members should not go
away thinking that judging the WTO comes down to simply count-
ing how many disputes were won or lost. We should examine the
overall structure of the WTO as an institution, and the various
trade agreements under it. How has it met our expectations in
bringing a rules-based trading environment? How has real market
access developed? In some cases, how have unexpected barriers de-
veloped? I would like our private sector witnesses to describe for
U.S. whether the WTO has brought them benefits and discuss chal-
lenges that remain.

Regarding the current negotiations, Congress has been deeply in-
volved with the Administration every step of the way, through the
consultations and even by meeting with foreign officials ourselves.
For example, the U.S. trade proposals are extensively reviewed by
the Committee on Ways and Means before being tabled. Many
Members of Congress routinely attend WTO ministerial meetings
with foreign officials and make the case for an ambitious trade lib-
eralizing agenda in tandem with our U.S. Trade Representative
(USTR) negotiators.

I personally very much appreciated the fact that in the Cancun
USTR negotiations, negotiators would pause between negotiating
sessions to sit down in front of a dozen Members of Congress and
explain how the negotiations were developing and answer ques-
tions.

Many of U.S. look forward to joining the U.S. delegation in Hong
Kong this December. Member interest is always high because there
is a great deal at stake in the Doha round, such that even very
technical issues, like the various tariff cutting formulas and the
method of converting specific tariffs into ad valorem tariffs capture
headlines because the result could mean more market access for
the United States’ goods.

As we discuss these critical areas, I would like a moment to con-
gratulate Mr. Pascal Lamy of France on his selection as the new
WTO Director-General. Mr. Lamy is a skilled trade negotiator. I
am hopeful his abilities will ensure the WTO balance and concerns
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for its members. I look forward to working with him in the coming
months.

Finally, I would—I must mention one of the reasons for the tim-
ing of this hearing. As you know, when we voted to join the WTO,
we included a provision to formally review U.S. participation in the
WTO and a mechanism to withdraw the congressional approval for
the WTO. This year, under the mechanism, there is a resolution,
H.J. Res. 27, which was introduced on March 2nd, that calls for the
withdrawal of the United States from the WTO, and that resolution
has been referred to the Committee on Ways and Means for consid-
eration. According to the law, which requires expedited consider-
ation of this resolution, the Committee must act within 45 days,
and that deadline is fast approaching. I expect our witnesses will
give their views of whether Congress and this Committee in par-
ticular should favorably or unfavorably act on this resolution. It is
my strong view that the United States greatly benefits from our
continued participation in the WTO. Mr. Cardin?

Mr. CARDIN. Thank you, Mr. Chairman, and thank you for hold-
ing this hearing. Mr. Ambassador, it is a pleasure to have you back
before our Committee.

Mr. Chairman, as you pointed out, there are really two reasons
for today’s hearing. The immediate purpose is for this Committee
to be able to act on H.J. Res. 27, which is the disapproval resolu-
tion for the WTO. The second purpose for today’s hearing is for
U.S. to assess where we are on the WTO, particularly as it relates
to the Doha round, which was launched almost 4 years ago, which
is already more than 2 years behind schedule.

First, Mr. Chairman, in regards to the disapproval resolution. It
is interesting to point out that this disapproval resolution was in-
troduced earlier in this 5-year cycle than it was 5 years ago. Five
years ago we acted on it by June 21st. I hope that we can act on
this disapproval resolution next week in Committee and we can
dispose of it as promptly as possible, certainly before the end of
June.

I stand ready to work with you to make sure that it is unfavor-
ably reported and disposed of, and we continue in the WTO. I agree
with you. It is extremely important that we continue working with-
in the WTO. We had wide margins of both the Democrats and Re-
publicans for rejecting the disapproval resolution, and I expect that
will be the case again this go round.

With regard to the broader purpose for today’s hearing, which is
the status of the WTO, it is an important time for U.S. to take
stock of the WTO and our participation in it. First, the Doha Devel-
opment Agenda (DDA) negotiations has reached a critical phase. It
is generally agreed that in order to have a successful meeting of
the ministers this December in Hong Kong, the members of the
WTO will have to come to significant levels of agreement by July
in each of the three key areas.

First, in agriculture. I am concerned that the steps announced by
the European Union (EU) on both domestic supports and market
access are insufficient. I note that the announcement last week
that the next Director-General of the WTO, as you pointed out, will
be Pascal Lamy, the former Trade Commissioner of the EU, who
comes from France. Obviously, Mr. Lamy will have a special bur-
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den to demonstrate that he can oversee an agricultural agreement
that includes substantial reductions in the EU’s support and that
significantly narrows the gap between the EU’s spending on farm
supports and our own, all while bringing the EU tariff levels down.

Second, in the area of manufactured goods, there are two key
challenges: tariff reductions, particularly by the advanced devel-
oping countries, and the elimination or the reduction on non-tariff
barriers (NTB). In both of these areas, much work remains to be
done to accomplish these goals. I am particularly concerned about
the negotiations of the NTB, which lag far behind at this time. The
area is increasingly critical for U.S. manufacturers, particularly
small manufacturers and particularly in large markets such as
Japan, China, and Korea.

Mr. Chairman, finally, in the area of services, there is now wide-
spread agreement that the negotiations are far behind in the area
that remains critical to the United States. I hope that our nego-
tiators will be able to make up for lost time in the next couple of
months so that the ambitious service package can be approved in
Hong Kong.

Last, but far from least, I would like to comment on one critical
aspect of the WTO, and that deals with the dispute settlement sys-
tem. No one doubts that the dispute settlement system of the WTO
has many strong points. However, unless we address its weak-
nessoes, we are going to be in serious trouble in support for the
WTO.

In my view, none is more glaring than the overreaching that has
been manifested in a large number of WTO decisions. Under the
old General Agreement on Tariffs and Trade (GATT) system, si-
lence in agreement meant that the country could do what it
deemed appropriate. Under decisions of the appellate body and the
panels of the WTO, silence has been altered to mean that the ap-
pellate body and panels do what they think is appropriate. The
WTO agreements did not give panels this authority. The Congress
in ratifying the WTO did not intend that the WTO appellate bodies
and panels to have such authority.

In short, these overreaching decisions must be corrected, fully
and quickly. If it is not, the risk of eroding support for the WTO
will be real. In fact, we have already seen erosion in this Congress.
The numbers are clear and disturbing. In 33 cases brought against
the United States since 1995, panels where the appellate body have
overreached in 22 of them or fully two-thirds. Even more dis-
turbing is the 23 cases involving trade remedies brought against
the United States since 1995. There has been overreaching in 20
of these cases. The consequences of these overreaching are clear. In
10 years, the WTO, without authority, has denied every single safe-
guard measure as applied by the United States or any other coun-
try. In trade remedy cases involving the United States, anti-dump-
ing duties, countervailing duty measures and safeguard cases, the
WTO has upheld the United States’ decisions in only 2 of 17 cases.

A growing number of observers is coming to recognize that this
extraordinary loss rate is because the WTO panels and appellate
bodies do not respect the letter of the WI'O Agreements and are
filling the gaps beyond what the U.S. negotiators agreed to in the
Uruguay rounds. The USTR has recognized this problem with pro-
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posals it has made to the dispute settlement negotiations in the
Doha round. However, these negotiations regarding dispute settle-
ment mechanisms have now dragged on for more than 7 years past
their scheduled completion date in 1998, with little sign of imme-
diate end.

As a consequence, I intend to introduce an omnibus bill shortly
that addresses these growing problems and other problems with
U.S. trade laws that substantially disadvantage American manu-
facturers and global competition. This legislation will include a
number of elements including first border adjustability. Today, the
WTO allows the European countries and many others to rebate
companies’ value-added taxes at the border while not allowing the
United States to do the same with corporate income taxes. This
provides a major disadvantage to U.S. manufacturers in global
competition.

Second, the creation of a special prosecutor for U.S. trade cases.
I will propose the creation of a Senate confirmed position in the Of-
fice of the USTR to handle litigation in the WTO and our other
trade agreements. Whatever the fault of the WTO panels in gap
filling, a 15-to-17 loss record is simply unacceptable. There needs
to be a higher level of accountability to Congress in this critical
area.

Third, the WTO Review Commission. I will revive a proposal first
made by Senator Dole in which I have introduced on a bipartisan
basis for the last several Congresses for the creation of a panel of
retired judges to review the decisions of the WTO and advise Con-
gress on their review. The passage of time has only made more
clear the need for an impartial review of the WTO decisions.

Fourth, I will propose various updates in the U.S. trade remedy
laws, including the anti-dumping, countervailing duty of section
421 China safeguard laws.

Some of these ideas have already been introduced by our col-
leagues on both sides of the aisle. However, I think it is time for
U.S. to consider an omnibus bill on an urgent basis.

Mr. Chairman, I hope that we can make it a top priority of the
Subcommittee and Committee to mark up this critical legislation
this summer, report it to the full House before we adjourn for the
August recess, and enact the needed reforms prior to the Hong
Kong ministerial meetings. Too many manufacturers have suffered
too long for U.S. to delay any further. Mr. Chairman, I look for-
ward to hearing from our panel of witnesses, and I look forward to
working with you to strengthen our position as we look toward a
successful completion of the Doha round.

Chairman SHAW. Thank you, Mr. Cardin. Now, I welcome Peter
Allgeier back to this Committee. He is the Deputy of the USTR, of
the Office of the USTR. Sir, we have your full testimony. As you
know, it will become a part of the record, and you may proceed any
way in which you see fit.

STATEMENT OF THE HONORABLE AMBASSADOR PETER F.
ALLGEIER, DEPUTY U.S. TRADE REPRESENTATIVE, OFFICE
OF THE U.S. TRADE REPRESENTATIVE

Mr. ALLGEIER. Thank you very much, Mr. Chairman, for con-
vening this Subcommittee today. I am very pleased to be here to
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discuss with you participation in the WTO-U.S. participation in the
WTO and the overwhelming value of continued U.S. participation
for our economic and our strategic interests.

First, I wish to recognize the leadership of Congress, and particu-
larly, this Subcommittee and its leadership. You, Chairman Shaw,
and Ranking Member Cardin, and the other Members in the estab-
lishment and operation of the global trading system and its con-
tribution to the interests of the United States.

The creation of the WTO, of course, represented the culmination
of decades-long bipartisan U.S. commitment to lead the world away
from economic isolationism and toward an open rules-based global
trading system. Today, the United States continues to exercise our
leadership in a world that faces new challenges to promoting global
security, economic growth, and the alleviation of poverty. The
United States is fully engaged in the WTO’s work under the DDA,
and we are aggressively using the existing WTO machinery to ef-
fectively enforce our rights.

Simply put, the WTO exists as the most important vehicle to ad-
vance U.S. trade interests and is critical to promoting the pros-
perity of America’s workers, businesses, farmers, ranchers, and
families. The United States, of course, remains the world’s largest
exporter. During the first 10 years of the WTO, from 1994 to 2004,
U.S. exports of goods and services have risen 63 percent, from $703
billion to $1.1 trillion. World trade during that same period has
more than doubled, increasing from $5.5 trillion to $11.5 trillion in
2004. This would not have happened without the WTO. During this
10-year period, the market openings and the trading rules of the
WTO have contributed significantly to the strong economic per-
formance of the United States, as evidenced by real gross domestic
product (GDP) growth during this period of 38 percent; growth in
per capita income—real per capita income—of 25 percent; growth
in manufacturing production of 43 percent, and that compares with
27 percent for the previous 10 years; and growth in manufacturing
exports from the United States of 65 percent. Agricultural exports
have grown 38 percent during this period; services exports have
grown by 69 percent. We have experienced an average unemploy-
ment rate of 5.1 percent. There has been a net job expansion of
17.2 million workers in the United States.

This impressive economic record and the competitiveness that
underlies it could not have occurred without our active participa-
tion in the WTO. By playing a strong leadership role in the WTO,
the United States has been able to shape the world’s trading sys-
tem in ways that promote a trade environment that is most advan-
tageous to our producers and service providers, because it rests on
the same commercial principles that we have at home—non-dis-
crimination, open markets, transparency, the rule of law, and due
process. In a world where over 95 percent of the consumers live be-
yond our borders, the WTO is an essential tool for U.S. interests.

Falling trade barriers have helped rapidly increase the value of
trade relative to the U.S. economy. United States goods and serv-
ices trade, exports and imports, reached levels of 18 percent of the
value of our GDP in 1984. When we started the WTO in 1994, it
was 21.7 percent; now this trade represents more than 25 percent
of our GDP or it is equivalent to more than 25 percent of our GDP.
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Now, to ensure equal opportunities for U.S. businesses, farmers,
ranchers, and other exporters, the United States has aggressively
used the dispute settlement mechanisms of the WTO. In fact, the
United States has brought more WTO dispute settlement cases
than any other country. Since the establishment of the WTO, the
United States has initiated 74 cases. Examples of these cases in-
clude dairy, apples, Dbiotechnology, telecommunications, auto-
mobiles, apparel, customs procedures, and intellectual property
rights. Of these 74 cases, we have won 23 on the core issues in the
case. We have settled prior to the end of litigation another 23, and
we have lost 4. Those are the cases that we have initiated.

Now, the WTO, of course, contributes more generally to develop-
ment, and study after study shows that the rules-based system pro-
motes openness and predictability, leading to increased trade and
improved prospects for economic growth in all member countries.
Economic research by the World Bank confirms that countries that
have more open economies have higher growth rates than those
with more closed economies. A number of World Bank studies in
2004 found that trade and integration into the world economy lead
to faster growth and poverty reduction in poor countries.

I would like to spend just a minute or two looking ahead at the
advancing the DDA. Two months after the events of September
11th, 2001, U.S. leadership played a critical role in the launch of
a new round of multilateral trade negotiations, the DDA. The
WTOQO’s DDA is part of President Bush’s strategy to open markets,
reduce poverty, and expand freedom through increased trade
among all countries in the global trading system, both developed
and developing.

The U.S. role in the WTO obviously is at the core of this strat-
egy. The main focus of U.S. participation in the Doha negotiations
is in the following areas: agriculture, industrial market access,
services, trade facilitation, and development. The goal of the DDA
is to reduce trade barriers so as to expand economic growth, devel-
opment, and opportunity. Dismantling these trade barriers multi-
laterally holds immense potential. From 1994 to 2003, the world
economy expanded at an average rate of approximately 2.5 percent,
but exports expanded at more than twice that rate, at 5.5 percent.
This could not have occurred without the liberalization of trade re-
sulting from the Uruguay round and the subsequent establishment
of the WTO.

Our new USTR, Ambassador Rob Portman, an alumnus of the
Committee on Ways and Means, already is doing his part to pro-
vide a new spark to these negotiations. Literally, within 24 hours
of the time that he was sworn in, on April 30th, he was on an air-
plane to Europe to hold meetings with his ministerial colleagues to
promote the DDA. His message was one of continued U.S. commit-
ment and determination to be a driver in those negotiations and to
be a problem solver in the negotiations.

Doha provides U.S. an opportunity we cannot afford to waste. By
bringing the negotiations to a successful, ambitious conclusion, we
can set the course for the global economy for the next decades and
make a major contribution to development and to our own coun-
try’s prosperity. We look forward to working with Members of this
Committee and other Members of Congress to secure significant re-
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sults and new opportunities for America’s workers, farmers, ranch-
ers, service providers, and consumers.

In conclusion, the first 10 years of the WTO have demonstrated
why the United States must continue its active participation and
leadership role. A turn away from the work of the past six decades,
to bring about a rules-based, liberalized global trading system,
would bring certain closure of markets to those American workers
and farmers dependent on continued trade liberalization and would
ignite persistent trade conflicts that would distort the global econ-
omy. A world where the United States steps away from rules-
based, global trading system would be a world where international
trade would be an additional source of strategic conflict rather than
serving as a force for cooperation and strengthened ties among
countries.

We know that the global trading system is not perfect and re-
mains a work in progress. But through American leadership in the
WTO and the support of Congress, the core U.S. trade agenda of
promoting open markets and the rule of law has become the core
agenda of the global trading system. The work toward these objec-
tives is complex and often difficult, but this work is even more vital
today than it was in those first decades after the catastrophic
world war.

The participation and the leadership of the United States in the
global trading system remains a critical element for ensuring
America’s continued prosperity and for meeting the challenges in
seeking a more stable, secure, and prosperous world. Thank you
very much, Mr. Chairman. I would be happy to respond to Mem-
bers’ questions or comments.

[The prepared statement of Mr. Allgeier follows:]

Statement of The Honorable Peter F. Allgeier, Deputy U.S. Trade
Representative, Office of the U.S. Trade Representative

Introduction

Thank you for the opportunity to testify today. I am pleased to be here to discuss
the World Trade Organization (WTO) and the WTO Agreements, the relationship
to the strategic and economic interests of the United States, and the overwhelming
value of continued U.S. participation in the WTO.

First, I must recognize the historic and continuing bipartisan leadership of Con-
gress, particularly this Committee and its leadership by Chairman Thomas and
Ranking Member Rangel, in the establishment and operation of the global trading
system, and its function in advancing the interests of the United States. We are
grateful for the longstanding close working relationship with the Committee regard-
ing WTO matters, and we recognize the value of the five year review of U.S. partici-
pation in the WTO undertaken in accordance with Section 125 of the Uruguay
Round Agreements Act.

My testimony today provides an opportunity to look back at the creation of the
WTO and our participation over the last 10 years and, equally important, to focus
on our agenda for the next several months leading up to the Sixth WT'O Ministerial
in Hong Kong this December and head toward a successful conclusion of the Doha
Development Agenda negotiations in 2006.

Historical Context for the WTO

The creation of the WTO represented the culmination of a decades-long bipartisan
U.S. commitment to lead the world away from economic isolationism and toward the
imperative of an open, rules-based global trading system. The GATT had been cre-
ated in 1947—drawn up in an unsteady post-war world that collectively was deter-
mined to strengthen global security and peace through economic opportunity and
growth in living standards.

Today, we continue to exercise our leadership in a world that faces new challenges
to maintaining global security and stability, underscoring the continuing important
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strategic interest of the United States in an open global trading system governed
by the rule of law. The United States is fully engaged in the WTO work under the
Doha Development Agenda, and the United States aggressively uses the existing
WTO machinery to effectively enforce our rights.

WTO membership now stands at 148. Accession to the WTO carries more strin-
gent requirements than what was used in the GATT. Key entries during the past
decades include not only China, but also a wide array of other countries that each
carry their own strategic and economic importance, such as Jordan, Cambodia, and
several former Soviet Republics. Negotiations toward entry into the WTO are ongo-
ing at various stages for more than 25 countries, ranging from Russia and Vietnam,
to Iraq, Ukraine, Saudi Arabia, and Afghanistan. Each effort underscores the impor-
tance attached to membership in the WTO, and the importance of moving forward
with a member-driven, rules-based approach to the global trading system.

Commercial Significance for the United States of Uruguay Round and the
WTO

During the five years since the last review under the Uruguay Round Agreements
Act, unprecedented growth in trade and global economic integration has continued—
led by continuing advances in technology, communications, manufacturing, and lo-
gistics. Five years ago we did not have ubiquitous cell phones that captured and
transmitted photos miles away, nor was it yet routine to use the Internet to order
overnight delivery of a product from thousands of miles away. Advances such as
these demonstrate that the trade environment is always changing, the citizens of
the United States—Ilike the rest of the world—are being presented with new prod-
ucts, new services and, most important, new economic opportunities that did not
exist in 1995, or 2000. At the same time, globalization also undoubtedly presents
new issues, new competitive challenges and new economic pressures.

Simply put, the WTO exists as the most important vehicle to advance U.S. trade
interests, and is critical to America’s workers, businesses, farmers, and ranchers.
Many are dependent and all are affected by a global trading system that must oper-
ate with predictability and transparency, without discrimination against American
products, and providing for actions to address unfair trade practices. The United
States remains the world’s largest exporter. During the first 10 years of the WT'O—
from 1994 to 2004—U.S. exports of goods and services have risen 63 percent, from
$703 billion to over $1.1 trillion.

To ensure equal opportunities for U.S. businesses, farmers, ranchers, and other
exporters, the United States has brought more WTO dispute settlement cases than
any other member. Since establishment of the WTO, the United States has initiated
74 cases. Examples of cases include those focusing on: dairy, apples, biotechnology;
telecommunications, automobiles, apparel, unfair customs procedures, and pro-
tecting intellectual property rights. Of those, we have won 23 on core issues, lost
four, and settled 23 before decision. The remaining 24 are “in process” (in panel,
in consultations, or monitored for progress or otherwise inactive). In the last five
years, our record to-date in cases—both offensive and defensive—is 16 wins and 14
losses. From 1995 to 2000, the U.S. record was 18 wins and 15 losses. The United
States represents roughly 17 percent of world trade, yet has brought nearly 22 per-
cent of the WTO disputes between January 1, 1995 and December 31, 2004.

This year marks the full implementation of many key Uruguay Round agree-
ments, such as completion of the 10 year phased implementation of global tariff cuts
on industrial and agricultural goods and reductions in trade-distorting agricultural
domestic support and export subsidies; elimination of quotas and full integration of
textile trade into the multilateral trading system; and improvements in patent pro-
tection in key markets such as India. The Uruguay Round was highlighted by the
negotiating results being adopted in a “single undertaking” by all Members, who to-
gether rejected any notion of a two or three-tier global trading system.

The WTO also provides opportunities on a day-to-day basis for advancing U.S. in-
terests through the more than 20 standing WT'O Committees—not including numer-
ous additional Working Groups, Working Parties, and Negotiating Bodies—which
meet regularly to administer agreements, for Members to exchange views, work to
resolve questions of Members’ compliance with commitments, and develop initiatives
aimed to improve the agreements and their operation.

The United States has advocated greater transparency and openness in WTO pro-
ceedings. The WTO has taken important steps to increase the transparency of its
operation across the board, from document availability to public outreach. WTO
Members continue to set the course for the organization, and the Members them-
selves remain responsible for compliance with rules.

Responding to U.S. leadership, during the past 10 years the WTO has shown itself
to be a dynamic organization, one where our interests are advanced toward achieve-
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ments with concrete positive effect. We have seen to it that the substantive agenda
has provided the path for significant market-opening results over the past decade,
such as concluding the Information Technology Agreement (ITA) to eliminate tariffs
worldwide on IT products, and bringing the Basic Telecommunications Agreement
into effect, which opened up 95 percent of the world’s telecommunications markets.
Both are achievements that continue to contribute to the ability of citizens around
the globe to take advantage of the Information Age.

The 1997 Agreement on Trade in Financial Services has achieved fair, open and
transparent practices across the global financial services industry, fostering a cli-
mate of greater global economic security. The agreement helps ensure that U.S.
banking, securities insurance, and other financial services firms can compete and
invest in overseas markets on clear and fair terms.

In a world where over 95 percent of consumers live beyond our borders, the WTO
is an essential tool for U.S. interests. Increasingly, small businesses are important
players in the global economy and an important stake holder in advancing U.S. in-
terests in the WTO agenda. Between 1992 and 2002, U.S. exports from small and
medium-sized enterprises rose 54 percent, from $102.8 billion to $158.5 billion—a
faster pace than the rate of growth for total U.S. exports during the same time.

Falling trade barriers—many of which reflect the 10 year implementation of the
results of the Uruguay Round—have helped rapidly increase the value of trade rel-
ative to the U.S. economy. U.S. goods and service trade (exports plus imports)
reached the levels of 18 percent of the value of U.S. GDP in 1984, 21.7 percent in
1994 and 25.2 percent in 2004. Both U.S. manufacturing exports and U.S. agricul-
tural exports have grown strongly during our 10 years in the WTO. Between 1994
and 2004, they were up 65 percent and 38 percent, respectively. U.S. exports of high
technology products grew by 67 percent during the past 10 years and accounted for
one-quarter of total goods exports.

During this time period, U.S. exports to Mexico more than doubled, while exports
to Canada and the EU grew by 66 percent and 56 percent, respectively. Among
major countries and regions, exports to China exhibited the fastest growth, nearly
quadrupling over the past 10 years. China’s entry into the WTO in December 2001
locked in improved market access opportunities, committing to reduce its tariffs on
industrial products, which averaged 24.6 percent, to a level that averages 9.4 per-
cent. The growth in services exports between 1994 and 2004 (69 percent) slightly
exceeded that of goods (61 percent). Nearly all of the major services export cat-
egories have grown between 1994 and 2004.

Development

The United States has been the engine of economic growth for much of the world
economy. Strong growth of the U.S. economy and openness to trade assisted the re-
covering countries involved in the Asian financial crisis of the late 1990s and fur-
ther helped pull the global economy back from the brink of severe recession in the
early part of the current decade. The completion of the Uruguay Round and creation
of the WTO have figured prominently in helping our nation to sustain not only our
own domestic economic strength but also our leadership role within the global econ-
omy.

The United States continues to be second to none in actively working with devel-
oping countries to encourage trade liberalization that will boost economic growth
and development. Trading partners with strong economies make good allies and pro-
vide important consumers for U.S. goods and services. Study after study shows that
the WTOQO’s rules-based system promotes openness and predictability leading to in-
creased trade and improved prospects for economic growth in member countries. By
promoting the rule of law, the WTO fosters a better business climate in developing
country members, which helps them attract more foreign direct investment and
helps to increase economic growth around the globe, while also helping to lift the
least developed countries out of poverty. Economic literature confirms that countries
that have more open economies engage in increased international trade and have
higher growth rates than more closed economies.! Several World Bank studies in
2004 2 found that trade and integration into the world economy lead to faster growth

1See: World Bank, 2001, Trade, Growth and Poverty; Jeffrey Frankel and David Romer, 1999,
“Does Trade Cause Growth?”; and Francisco Alcala and Antonio Ciccone, 2001, Trade and Pro-
ductivity.

2See: William R. Cline, 2004, Trade Policy and Global Poverty; and World Bank, 2004 Global
Economic Prospects 2004.
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and poverty-reduction in poor countries. The developing countries that were most
open to trade over the past two decades also had the fastest growing wages.3

Looking Ahead: Advancing the Doha Development Agenda

Two months after the events of September 11th, 2001, U.S. leadership played a
critical role in the launch of a new round of multilateral trade negotiations, the first
to be conducted under the WTO. The negotiations under the Doha Development
Agenda reflect the dynamic complexities of today’s economic world, and present new
opportunities to make historic advancements on the idea of open markets and a re-
spect for the rule of law.

The main focus of the negotiations is in the following areas: agriculture; industrial
market access; services; trade facilitation; WTO rules (i.e., trade remedies, regional
agreements and fish subsidies); and development. In addition, the mandate gives
further direction on the WTOQO’s existing work program and implementation of the
Agreement. The goal of the DDA is to reduce trade barriers so as to expand global
economic growth, development and opportunity.

The market access related negotiations of the DDA offer the greatest potential to
create high-quality jobs, advance economic reform and development, and reduce pov-
erty worldwide. We recognize that the national economic strategies of our devel-
oping country partners include many important issues, but at the same time we be-
lieve that the focus of the WTO should be concentrated on reducing trade barriers
and providing a stable, predictable, rules-based environment for world trade.

The DDA provides U.S. with historic opportunities to achieve agriculture reform
and greatly diminish current market distortions that present barriers to American
farmers and ranchers. We are also aiming to achieve significant new market access
for our manufactured goods through broad tariff cuts while working to reduce non-
tariff barriers. We are also pressing for ambitious global market opening for our
services industries. The WTO negotiations on trade facilitation will result in less red
tape and more efficiency and predictability for moving goods across borders. And
less corruption in customs activities.

The WTO’s Doha Development Agenda is part of President Bush’s strategy to
open markets, reduce poverty, and expand freedom through increased trade among
all countries in the global trading system, developed and developing. The U.S. role
in the WTO is at the core of this strategy.

Dismantling trade barriers multilaterally holds immense potential. From 1994 to
2003, the world economy expanded at an average rate of about 2.5 percent, but ex-
ports have grown at more than double that pace—about 5.5 percent, a harbinger
of accelerating globalization.

Obstacles to the free flow of commerce undermine our ability to maximize this po-
tential and its benefits. We need to move toward a system that provides incentives
for innovation and growth in the most competitive aspects of our productive sectors.
The best way to do this is successfully to complete the WTO Doha Development
Agenda negotiations.

Last August, we made a crucial step forward by adopting negotiating frameworks.
Much of our work this year has been on fleshing out the technical details to set the
negotiating table. Looking ahead, the next major challenge for the WTO will be
preparations for the 6th Ministerial Conference in Hong Kong, China, December 13—
18, 2006, where Ministers will be providing direction and guidance as to how to
bring the Doha negotiations to a successful conclusion. Final negotiations need to
be underway, with offers on the table in the first quarter of 2006. Once we agree
on modalities, we have tough bargaining ahead.

One important lesson we drew from the meetings in Seattle and Cancun is that
such meetings only succeed if they are well prepared. Simply put, most of the work
needs to be done before arriving at the Ministerial meeting. This gives all of U.S.
the necessary time at home, and with our partners to build the needed consensus
among the wider WT'O Membership on any given issue.

For Hong Kong, we clearly need to have an agreement on the modalities for nego-
tiation in agriculture and non-agricultural market access, prospects in hand for a
significant result in services, directions for how to ensure that WTO rules remain
effective and in some cases are strengthened (e.g., by adding new disciplines to sub-
sidies to deal with over fishing) and the outlines of an agreement on Trade Facilita-
tion.

If we are to secure such results in Hong Kong, we will need to be very far along
in the process before the August recess in Geneva, and have an outline of the agree-
ments to be affirmed at Hong Kong. To meet this timetable, we believe that there
is an urgent need to reinvigorate the negotiations.

3World Bank, World Development Report, 1995, p. 55.
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Ambassador Portman already is doing his part to provide a new spark to the ne-
gotiations. Appointed on Friday, April 30, he departed for Ministerial meetings fo-
cused on Doha the following day. His message was one of continued U.S. commit-
ment and determination to be a driver and problem solver in the negotiations. Doha
provides U.S. an opportunity we cannot afford to waste. We can set a vision for the
global economy for the next decades and make a major contribution to development.

We will conclude in 2006 only if we achieve a balanced outcome with results that
will benefit all members. That’s why agriculture, non-agricultural market access
(NAMA), services, rules and development are the major issues for the negotiations.
We have learned that while agriculture may be the engine for negotiations, success
requires U.S. to secure strong results across the broad range of issues in the Round.
Working with Members of this Committee we believe we can secure results that pro-
vide new opportunities for America’s workers, farmers, ranchers, service providers,
and consumers. And, at the same time secure a result that strengthens the rules
of the global trading system to meet America’s trade interests.

On agriculture, we have work to do in all three pillars of agriculture: market ac-
cess, export competition and domestic support. The 2004 Geneva framework envi-
sions reforms in global agricultural trade: the complete elimination of export sub-
sidies by a date to be negotiated; a framework for negotiating substantial reductions
in domestic agricultural supports, including a significant down payment up front in
the form of a 20 percent cut in the allowable level of domestic supports; and a com-
mitment to making substantial improvements in agricultural market access.

Until last week, the negotiations were blocked on a technical issue. It is clear that
how deeply and broadly tariffs are cut will determine the level of ambition for the
agriculture negotiations overall. The World Bank recently reported that the 92% of
the welfare gains from liberalization in agriculture will come from improvements in
market access, compared to 6% from reduction of domestic subsidies and 2% from
the elimination of export subsidies. So, the stakes are high, and highest for our
partners in the developing world.

On non-agricultural market access, the key standard of success will be increased
market access in manufactured goods, which account for nearly 60 percent of all
global trade. The mandate from Doha lays the groundwork for broad cuts in tariffs
through a formula that would make deeper cuts in higher tariffs, and it provides
the possibility of complete tariff elimination in key sectors.

Negotiations now are focused on the technical details of how we get a big result.
We need to find common ground on the centerpiece of the proposal—the Swiss for-
mula—combined with appropriate forms of flexibility for developing countries in
order to proceed. Other issues—work on sectoral initiatives and non-tariff barriers—
must also be addressed. There are concerns and sensitivities—we all have them—
and we need to understand one another. We have a big opportunity to open markets
for the future—particularly for developing countries—but we need to find a way to
ensure that all contribute fairly to the outcome.

We cannot afford to be anything but ambitious and ensure that we are looking
to markets of the future. We did so in the Uruguay Round with great success—we
accomplished a number of sectoral initiatives where growth has been substantial
(e.g., chemicals, medical equipment, pharmaceuticals). We want to look at the most
aggressive ways to create market opportunities. As a result of the market openings
in the Uruguay Round on the sectoral initiative on medical equipment, that sector
grew nearly 165% in global exports (U.S. exports grew 89.2%).

On services, in July 2004 WTO Members agreed to intensify the negotiations on
opening markets and made clear that services are definitely on par with agriculture
and manufacturing as a “core” market access area. Services are playing an increas-
ing role in both developed and developing economies. Indeed, the World Bank re-
cently reported on the force multiplier effect of open services markets: developing
countries with open telecommunication and financial services markets grew 1.5 per-
cent faster than countries where those two markets remained closed. Services, in-
vestment and trade go hand-in-hand, and liberalization in services will be a power-
ful engine for growth and job creation—especially in higher value added and there-
fore higher paying jobs.

This month, Members are expected to table revised market access offers, accord-
ing to the timetable established for negotiations. The process is slower than we
would like, but we are encouraged that governments are beginning to see the impor-
tant role that services plays in development. For developing countries, for example,
over 55% of GDP comes from services trade—and much of this trade is done with
other developing countries. Working with industry, we want to build out the nego-
tiations and supplement the current process to ensure that the degree of openness
and liberalization now provided by the United States is matched by others.
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On rules, negotiations are underway on subsidies and antidumping. We have
found convergence with our trading partners on a number of issues, notably the im-
portance of creating greater transparency, certainty and predictability in the ways
in which the rules are administered—and we have vigorously questioned any pro-
posal that would undermine the effectiveness of our trade laws. We have also seen
that there is enormous interest in building out the subsidy disciplines further to ad-
dress new and emerging issues, including those that challenge the environment. The
Chairman of the negotiating group, Ambassador Valles of Uruguay has an intensive
consultative process underway. I recognize that this is an area of great interest to
Members and we appreciate the continued close cooperation we have with you and
your staff as we develop proposals and respond to issues raised by others.

WTO Members are currently negotiating clarifications and improvements to the
WTO Dispute Settlement Understanding. The United States recognizes that an ef-
fective dispute settlement system advantages the United States not only through
the ability to secure the benefits negotiated under the agreements, but also by en-
couraging the rule of law among nations. The DSU negotiations offer Members the
opportunity to assess the strengths and weaknesses of the WTO dispute settlement
system and to work together to improve the system.

In those negotiations, the United States has taken an active role. The United
States has tabled proposals that would provide greater flexibility and Member con-
trol in the dispute settlement process, including the ability to more effectively ad-
dress errant or unhelpful panel reasoning. Moreover, the United States has tabled
proposals to open up the dispute settlement process to the public—there is no rea-
son the public should not be able to see the briefs filed or the panel and Appellate
Body hearings.

After substantial delay, in July last year we managed to have an agreement to
launch negotiations on trade facilitation. These negotiations are aimed at updating
and improving border procedures to be more transparent and fair, and to expedite
the rapid release of goods. The goal will be to overhaul 50-year-old customs rules
that no longer match the needs of today’s economy, much less tomorrow’s. This work
on trade facilitation will round out the market access elements of the overall Doha
negotiating agenda and present the opportunity for true win-win results for every
WTO member—developed and developing country alike.

This leads me to the question of development. It is clear that the biggest gains
to development will be in the core areas of goods, services and agriculture. I am
pleased to report to the Committee that many of our trading partners see the issue
in the same way. Liberalizing trade among developing countries is an essential part
of this effort. Some 70 percent of the duties collected on developing country trade
are due to tariffs imposed by developing countries. This is significant.

In addition to the negotiations, the United States will continue to contribute in
various ways to development. On the technical assistance and capacity building
side, I am pleased to announce that the United States will contribute an additional
$1 million this year to the WTO’s DDA Trust Fund. The appropriation by Congress
for this purpose is something that we appreciate, as yet another example of our
working together to support our overall strategic efforts. In this regard, I would also
note that our total trade capacity building activities last year were close to $1billion
($903 million).

In sum, the Doha negotiations hold the potential to made an important contribu-
tion to global growth and development. The Uruguay Round was launched in 1986,
finalized in 1994, and we are just now seeing the final implementation of results.
With care and attention, we can use the WTO to make a further substantial con-
tribution to global growth and development. The United States is prepared to lead
by example, but we need to ensure that we secure real gains and market opportuni-
ties in the decades ahead.

Conclusion

The first 10 years of the WTO have demonstrated why the United States must
continue its active participation and leadership role. A turn away from the work of
the past six decades to bring about a rules-based liberalized global trading system
would bring certain closure of markets to those American workers and farmers de-
pendent on continued trade liberalization and would ignite persistent trade conflicts
that would distort the global economy beyond anything imaginable today. A world
where the United States steps away from a rules-based global trading system would
be a world where trade no longer would be a positive contribution toward solving
broader international tensions; instead, trade issues would simply act as an addi-
tional dimension exacerbating larger strategic conflicts.

We know that the global trading system is not perfect, and remains—and perhaps
always will remain—a work in progress. But through American leadership within
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the WTO, the core U.S. trade agenda of promoting open markets and the rule of
law remains the core agenda of the global trading system. The work toward these
objective is complex and often difficult, especially in a dynamic global economy un-
folding as never before. But this work is no less vital today than it was in those
first decades after a catastrophic world war. The participation and leadership of the
United States in the global trading system remains a critical element for ensuring
America’s continued prosperity, and for meeting the new challenges in seeking a
more stable and secure world.

Chairman SHAW. Thank you for your testimony. How long has
the WTO been in existence? How long has the United States been
part of it?

Mr. ALLGEIER. Well, the WTO has been in existence for 10
years, since the end of the Uruguay round. Of course, we were a
founding member of its predecessor institution, the GATT, which
was established in 1947.

Chairman SHAW. The GATT is gone now; right?

Mr. ALLGEIER. Yes. It was replaced by the WTO.

Chairman SHAW. All right. How many countries of the world or
what percentage of the countries in the world belong to the WTO?

MOI‘ ALLGEIER. One hundred forty eight countries belong to the
WTO.

Chairman SHAW. Yes, and so

Mr. ALLGEIER. With a number of other important countries ne-
gotiating their accession to the WTO.

Chairman SHAW. That means about 40 or 50 don’t——

Mr. ALLGEIER. Pardon me?

Chairman SHAW. That means about 40 or 50 do not I guess—
somewhere right?

Mr. ALLGEIER. I think it is probably a little bit lower than that.

Chairman SHAW. What would govern trade if we didn’t—if the
United States were not a part of the WTO?

Mr. ALLGEIER. Well, some would say the rule of the jungle
would govern trade. There would be no governing body, and it
would be each country out there for itself. Pursuing its interests in
whatever way that it felt.

Chairman SHAW. Trade would still exist, but without the United
States being part of it, and as a larger exporter in the world—over
$1 trillion exports out of the United States. This would be almost
chaotic, wouldn’t it?

Mr. ALLGEIER. Yes. It is really inconceivable to imagine how it
could continue effectively without the United States.

Chairman SHAW. Thank you. Mr. Cardin?

Mr. CARDIN. Thank you, Mr. Chairman. Mr. Ambassador, I
once again want to thank you not only for being here, but for your
service to our country. You have been one of our true leaders on
trade issues and we very much appreciate that.

Mr. ALLGEIER. Thank you very much.

Mr. CARDIN. I want to concentrate on one area in regards to the
Doha round and that is the service area. I am very concerned that
the process that was used to try to make advancements in service
basically depended on the goodwill of an individual country’s sub-
mitting their proposals, and we found that many countries did not
submit a proposal by the due date or submitted inadequate pro-
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posals. I know there has been some recent meetings in which we
are trying to establish some parameters of what should be included
as far as progress in the service areas are concerned.

I am also concerned by what I have heard that particularly the
developing countries are demanding that we change our immigra-
tion laws as a tradeoff to making progress in service. Now, I don’t
normally agree with Chairman Sensenbrenner on many of his pro-
posals, but I do believe that immigration laws should be controlled
by Congress, and that that would not be the right area to include
in trade negotiations.

Then lastly, if we continue the current trend, we are going to be-
come a net negative on service by the year 2010 if the current
trends continue. So, I think this should be one of the highest prior-
ities and yet it seems to me that we are not very far advanced in
making progress on this round. So, I am hoping that your answer
will reassure me that this is under close attention and we are
doing better than what at least I have been led to believe.

Mr. ALLGEIER. Thank you. First of all, there should be no
doubt in anyone’s mind that services is one of our highest priorities
in these trade negotiations. When the WTO was established that
was really the first time that there were international rules gov-
erning the trade in services. That was in there because the United
States pushed so hard from the early eighties up until 1994, and
we continue to be a leader in advocating very ambitious market ac-
cess for services and fair rules. So, that is a top priority for U.S.
in these negotiations.

We share with you the concern that countries have not been as
ambitious as we think they should be in the negotiations. We have
pushed very hard to get a critical mass of services offers from
major economies and then from those who already provided offers
in an earlier phase to greatly improve those offers. We will be sub-
mitting our revised by the next deadline which is the end of this
month, and we are pushing very hard for countries to do the same.

Mr. CARDIN. Well, there were some meetings that took place in
Europe that suggested that we were going to change the format for
service negotiation. At least that is what I was under the impres-
sion. Can you just update U.S. on that? Are we still dependent
upon the offers that are being made?

Mr. ALLGEIER. Well, we are looking really to supplement the
request offer approach, and we are working with a number of our
colleagues, for example, the other countries in what is known as
the Quad—the United States, EU, Canada, and Japan—to see if
the request offer approach can be supplemented by others, for ex-
ample, identifying kind of a core of critical services that everybody,
both developed and developing countries should include in their of-
fers looking to see if we can assess whether we are raising the en-
tire level of services openness in the world economy instead of just
looking at it bilaterally to say can everybody kind of level up to-
ward where the United States is frankly in terms of the openness
of our services market.

Mr. CARDIN. Well, I think we need to supplement the request
offer approach. I just—looking at the type of response we received
to date, if we are going to be able to make progress and have a suc-
cessful Doha round, it won’t happen unless we are more aggressive
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t}ﬁan just using the current approach and I would urge you to do
that.

Let me just make one other observation now that Mr. Lamy is
the head of the WTO. I must tell you he was not my first choice.
Now, I hope that I am going to be proven wrong and that he will
be fair and objective, but in the discussions that we have had with
him in the past on agriculture I found to be very unacceptable, and
I hope that we can hold him accountable to an approach that will
narrow the disparities on subsidies on agricultural products and
not look for equal amount of relief.

Mr. ALLGEIER. I don’t think that he is under any illusions as
to what will be required for a satisfactory package to the United
States on agriculture or on the other market access issues, such as
services and the non-agricultural market access.

Mr. CARDIN. Good luck.

Mr. ALLGEIER. Thank you.

Chairman SHAW. Mr. Lewis?

Mr. LEWIS OF KENTUCKY. Thank you, Mr. Chairman. Mr.
Ambassador, welcome.

Mr. MARTIN: Thank you.

Mr. LEWIS OF KENTUCKY. How have free trade negotiations
helped U.S. in the WTO process and can you give examples in
which our free trade area trading partners have become more al-
lied to the U.S. trade liberalization positions as a result of opening
their markets through the free trade agreement (FTA)?

Mr. ALLGEIER. Yes. First of all, let me say that one of the cri-
teria that we have used in determining with whom to negotiate
free trade areas is the behavior of that country or countries in
other negotiations, and particularly in the multilateral negotiations
of the WTO. So, that is a starting point.

Let me just mention three areas of the negotiations. First of all,
in the non-agricultural market access (NAMA) negotiations, we
work very closely with a group which we call the Friends of Ambi-
tion. These are the countries that look for very ambitious outcomes
on NAMA. That group includes such free trade area partners of
ours as Canada, Australia, Chile, Singapore, and Costa Rica.

Similarly, in services, we found that several that our FTA part-
ners are strong, strong advocates for ambition. It is understand-
able, because when they have opened their markets for services
through our FTAs, generally speaking they are opening their mar-
ket broadly, not just to us. So, they have an interest in having
other countries who are not part of an FTA open their services to
them. So, therefore, in services, for example, we work very closely
with Canada, Mexico, Chile, Singapore, and others who are our
FTA partners.

The third example is what is known as trade facilitation, basi-
cally getting open and fair customs procedures. There is a group
there that has worked for several years on that, the so-called Colo-
rado Group and that includes Canada, Australia, Morocco, Chile,
Colombia, Singapore, Costa Rica—all countries that either we have
FTAs with or we are negotiating them with. So, we feel that there
has been a very good synergy between our FTAs and the WTO ne-
gotiations.

Mr. LEWIS OF KENTUCKY. Thank you.
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Chairman SHAW. Mr. Levin?

Mr. LEVIN. Thank you, Mr. Shaw. Welcome.

Mr. ALLGEIER. Thank you.

Mr. LEVIN. You have surely worked hard. You mention in your
opening statement about the historic and continuing bipartisan
leadership of Congress. There will be a bipartisan effort on WTO,
because the alternative, withdrawal, is not wise and is not feasible.
It is neither. However, I don’t think anybody should mistake that
vote and think that there is the strong bipartisan foundation that
has existed in previous decades in this Congress on key trade
issues, because it has broken down in recent years and it needs to
be rebuilt, and it can’t be rebuilt on a narrow basis, trying to find
a few people on one side to go with a majority on another. That
isn’t a bipartisan foundation. In fact, it is the opposite. It is shifting
sands. We aren’t going to be able to tackle the tough issues in the
Doha round with the present shifting sands instead of a strong
foundation.

I also want to say that the Congressional Oversight Group (COG)
in my experience—and I was on it for a good number of years—
has not been an effective instrumentality. The meetings have been
sporadic and attendance has been minimal. The meetings have
usually been interrupted. That isn’t anybody’s fault. So, if there is
going to be a meaningful effort to tackle these tough issues, there
is going to have to be much more back and forth. But, if there a
strong foundation, bipartisan foundation, whether it is agriculture
or services or tariffs. These are tough issues. Presently, it would be
very difficult, I think, to put together a strong coalition that could
tsackle these tough issues from the point of view of the United

tates.

Let me just ask you about NTB. There has been little progress
in so many areas these years since the Doha round was kicked off,
and NTB were brought up. I forget if you were there at Doha? I
forget.

Mr. ALLGEIER. Yes.

Mr. LEVIN. I thought you were. You know we pushed that NTB
not receive second place when it came to industrial tariffs. You
know the evidence is that that is kind of what is going on; that the
focus in the industrial area is on tariff reduction and NTB lag be-
hind. There isn’t even a clear negotiating mechanism set up for the
NTB within the regular negotiating process; right?

Mr. ALLGEIER. Well, there is within the NAMA, there is the
NTB component.

Mr. LEVIN. Well, it is kind of—there is some kind of a separate
mechanism that has been set up; right?

Mr. ALLGEIER. Well, the nature of NTB obviously is different
than tariffs. So, whereas in the tariff approach, we are looking at
a formula to cut the tariffs, in the NTB the approach we are taking
is first of all to identify what are the problematic NTB. For exam-
ple, the United States has put forward a proposal with respect to
automobile NTB, working closely with our industry. Then, the
question is what will be the discipline that should be applied to
those NTB, and that is what our team is working on there.

Mr. LEVIN. Well, for example, I read from a report of just a few
months ago, the U.S. Government did not include a link between



21

its willingness to tackle tariffs in the automotive sector and to
eliminating NTB during the February 2nd meeting. The discussion
of NTB is being done very separately with some kind of an infor-
mal group as I understand it rather than through the single mech-
anism of the group linking NTB with tariff reductions. My time is
up. Well, but look for many sectors, the NTB are as important as
if not more important than the tariff reductions, and there has to
be—we fought this out, we talked about this at Doha, and we
pushed and finally it was agreed to put them on the same plane,
but there is no clear evidence that is what happening in these dis-
cussions.

All right. So, why don’t you send U.S. all an update on that. Also,
if I might ask, Mr. Chairman, then I will finish. If you could send
U.S. the Administration’s description of its approach on the Geneva
discussions on China, the review mechanism, because the general
feeling is and it is mine that it has failed. We put it into China
permanent normal trade relations (PNTR), and I think there has
been a lackadaisical approach. So, I would appreciate, especially
with a new USTR, if you could give U.S. a detailed description of
what you have done to carry out that provision of PNTR. Will you
do that?

Mr. ALLGEIER. Yes, I will. I will be happy to do that.

Mr. LEVIN. Thank you.

Cga‘i?rman SHAW. The time of the gentleman has expired. Mr.
Brady?

Mr. BRADY. Thank you, Mr. Chairman. At the heart of free
trade lies I think a fairly simple principle, which is if America
builds a better mousetrap, we should have the freedom to sell it
without discrimination throughout the world. If someone else
builds a better mousetrap, we should have the freedom to buy it.
The WTO plays a critical role, not in rubber stamping American
trade policies, but in breaking down barriers around the world for
U.S. to sell our products and a dispute resolution system for resolv-
ing the many disputes that invariably occur, just as they do in our
own business climate, in the world business climate.

I want to ask you two questions. One, in your view, is the dis-
pute resolution system used by the WTO, is it open? Is it fair? Is
it enforceable? The second question has to deal with in our efforts
to break down those barriers, to advance U.S. interests, how dam-
aging would the rejection of the Dominican Republic-Central Amer-
ica-United States Free Trade Agreement (DR—CAFTA) be to our ef-
forts? So, first, dispute resolution process—fair, open, and enforce-
able; second, effects of DR—-CAFTA.

Mr. ALLGEIER. Thank you, Mr. Brady. First of all, let me say
that whether in the WTO or anywhere else, for U.S. it is extremely
important that any agreement we have be one that is enforceable.
There are a number of keys to that, one of which is clarity in the
agreement itself, but the other is an effective and accessible dis-
pute settlement process. So, that is why during the Uruguay round,
we spent so much U.S. effort in trying to shape this dispute settle-
ment process. We feel that overall the process has proven to be an
effective process. It is also a work in progress. It is not perfect, and
we have identified areas where we feel there needs to be improve-
ment, and one part of it is transparency. We think that it needs
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to be more open so that the public generally can understand what
is going on there and how cases are treated.

There are also are instances in which we believe that members
of appellate bodies or panels overreached their authority in deter-
mining the outcome of those disputes, and that is why we have put
forward proposals in the Doha negotiations to try to improve that
so that they stick to the standard of review, for example, in anti-
dumping; that they don’t go off and start—pardon the expression
and this is the House—legislating. That isn’t the role of the panels.
So, we do think that it is generally effective, but it needs improve-
ment, and we are working to do that.

With respect to DR-CAFTA, the rejection of DR-CAFTA would
send a terrible signal worldwide about U.S. leadership in opening
markets and using trade as a mechanism for lifting people out of
poverty. It would be even more disastrous with respect to this
hemisphere. If we were to reject DR-CAFTA, Hugo Chavez would
declare a holiday in Venezuela and he would use the holiday to
give a 24-hour speech on feckless Americans. So, that is something
that I don’t think any of U.S. want to see happen, and I appreciate
very much, Mr. Brady, your strong, strong support from the very
beginning of DR—CAFTA.

Mr. BRADY. I thank you, Mr. Ambassador. Thank you, Chair-
man.

Chairman SHAW. Mr. Jefferson.

Mr. JEFFERSON. Thank you, Mr. Chairman. Mr. Levin has
talked about the desire for bipartisanship in the trade arena, and
I think he is dead right about that. And for many of U.S. who voted
for the Trade Promotion Authority (TPA) (P.L. 107-210) legislation
a few years ago, our hope was that there would be broad multilat-
eral agreements at the conclusion of Doha, Free Trade Area of the
Americas (FTAA) with Brazil, and all the rest of the South Amer-
ican and Latin American countries—and progress on the big
issues—big trade issues of the world.

Unfortunately, we have seen a lot of small agreements here and
there that have been useful but that have not been nearly as com-
prehensive, which I think feeds into the whole lack of an oppor-
tunity here in the Congress to have a bipartisan approach to all of
these issues.

For instance, if in Doha, we had worked out the issues on sugar
worldwide, we would not now be talking about sugar in a DR-
CAFTA agreement or any other one coming up subsequently. I
think all of U.S. agree that there is no—the subsidies aren’t good
for our country; aren’t good for the world. They cost U.S. money
needlessly. The prop up inefficiencies—all the reason that we can
find to argue for them.

But we have got to have success there. We had a deadline for
January 5th. I would like you to tell me if you could, since we all
know that this legislation is perforce has got to pass—this is our
opportunity to ask you a question about something else. We missed
the January 5th, 2005 deadline. I would like to know what you
think the major reasons for that were and one of the major obsta-
cles in the Hong Kong ministerial of getting an agreement on text
in four key areas: agriculture, NAMA, services, and trade facilita-
tion.
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Mr. ALLGEIER. Thank you, Mr. Jefferson. Collectively, negotia-
tions have missed the initial target date of January of 2005 for
completing the DDA. At this point, the consensus is that we should
aim at completing this by the end of 2006, and that is why this
Hong Kong ministerial is important because we need to be at a
point at the time of the Hong Kong ministerial that we are con-
fident that we can complete the negotiations, the very detailed ne-
gotiations in these various areas that you are talking about, of ag-
riculture, non-agricultural market access, services, trade facilita-
tion and so forth.

Why did we miss the deadline? First of all, it was an extremely
ambitious deadline and particularly when one is dealing with 148
countries, and there has been a large expansion of the membership
of the WTO over its 10 years. As you know, decisions are made by
consensus. The good thing about that is once you have a consensus,
everybody is on board and you have a result that is accepted and
it is strong. The disadvantage is getting to consensus among 148
countries that are so diverse in economics, in political orientation,
and so forth.

There are a number of issues in the negotiations. We are trying
to focus as much as possible on the real market access dimensions,
which we think are important to the United States, but also impor-
tant to other countries. In that regard, I want to be really clear
that we certainly understand that market access in manufactured
goods requires not just reduction, elimination of tariffs, but the
NTB. As the tariffs have come down, then the NTB loom even larg-
er. So, that is an integral part of our approach to those negotia-
tions.

Mr. JEFFERSON. I have a little more time. Let me ask you a
follow up in that same area. What do you see the Congress as a—
because there is a lot of complaint here that the Congress isn’t in-
volved enough and isn’t consulted enough. What do you see the role
of the Congress in this next year to help conclude this round in
Doha? What can Congress do to help move this along?

Mr. ALLGEIER. Well, first of all, we are extremely cognizant of
the fact that whatever we have to—whatever we negotiate we have
to bring back to the Congress for your scrutiny, and the only way
to be confident of what the outcome of that will be is if we are in
close consultation with you and the other interests within Congress
on the negotiations as they proceed.

I think that certainly the fact that our new USTR spent more
than a dozen years in Congress will be very, very helpful in terms
of the communication that we have back and forth. I can just tell
you from his first few weeks in office, he has been very clear with
U.S. about the importance of communication with Congress, two-
way communication.

Chairman SHAW. Mr. Foley?

Mr. FOLEY. Thank you very much, Mr. Chairman. Following
along with the inquiry of Mr. Jefferson. Many of my sugar growers
do ask why can’t we move it to a WTO level. What is your thought
on that?

Mr. ALLGEIER. Sugar, of course, will be part of the picture of
the overall agricultural negotiations in Doha. It is a part of that,
and we feel frankly that that does provide a good forum for the ne-
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gotiations because all of the participants in the sugar market are
present in those negotiations. So, certainly we will continue to
work very closely with the industry as we go forward in the three
areas of the agricultural negotiations, including market access, the
domestic supports, and export subsidies. However, let me just say
that we are doing this with a great deal of care, and we work ex-
tremely closely with the U.S. Department of Agriculture (USDA),
which understands the U.S. sugar program intimately.

Mr. FOLEY. The Administration’s decision to stop imports from
China—cotton-type materials—it sounds like a response to dump-
ing. We are concerned obviously with sugar dumping into the coun-
try. So, in one case, they take a proactive approach to limit the in-
flux of goods in order to stabilize the market. On the other side,
it is kind of the concern our grower groups have of flooding. Can
you give me the rationale for the recent decision on China?

Mr. ALLGEIER. Yes. First of all, the decision that was made on
China the other day—we announced that we would be imposing
quantity restrictions or limitation on the growth of certain textile
products coming into the United States from China. When one
looks at the first quarter statistics this year, compared to the first
quarter last year, it is stunning the increase. Just to give you the
order of magnitude, it is something on the order of a 1,500-percent
increase; something under if I recall correctly a million square
meter equivalent or whatever the denomination is to seven times
that. So, that’s in just a matter of these first 3 months. So, the—
we have used the provisions of China’s own accession to the WTO
to limit the growth of these products into the United States that
it will be limited to another 7-percent growth over last year, so we
are not closing down the market.

Now, in the case of sugar, the amount of sugar that is permitted
potentially under the Central American agreement is even smaller
than that growth rate in the China textile quotas and there are
other features, of course, that we have to protect the sugar. So, we
have I think in both cases, we have acted very responsibly to bal-
ance the interests of the United States as an exporter and as an
importer and as a producer in products that are getting a lot of
competition from outside the United States.

Mr. FOLEY. Can you tell me the thought behind taking sugar
out of Australia?

Mr. ALLGEIER. Well, that was a very difficult negotiation, as
you know, and in that case, we had to balance the interests, our—
shall I say—offensive interests in what we were seeking from Aus-
tralia with the potential harm that Australia might do, and we de-
cided that this balance was best served in that instance by exclud-
ing sugar from the agreement. So, it is a case by case situation,
and we try to judge the balance as best we can.

Mr. FOLEY. But in order to achieve victory, you have been able
to remove that in the past?

Mr. ALLGEIER. We were able to do it in the case of Australia.
That doesn’t mean, of course, that we can do it identically in every
trade negotiation.

Mr. FOLEY. Was it because it was done pre-negotiation? Like
DR-CAFTA right now is approved I guess by one side awaiting our
approval.
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Mr. ALLGEIER. Several of the Central American countries have
already ratified that agreement. The others are in their legislative
process.

Mr. FOLEY. Thank you, Mr. Chairman.

Chairman SHAW. Mr. McDermott.

Mr. MCDERMOTT. Thank you, Mr. Chairman. I recognize your
expertise in economics and if I understand correctly, the primary
way in which the Chinese or any other country—they peg their cur-
rency to our money; is that correct?

Mr. ALLGEIER. My understanding is that their currency is
pegged to the U.S. dollar.

Mr. MCDERMOTT. Since we have the biggest deficit in the
world—and our history, actually—and the primary way that we are
financing that is selling bonds to the Chinese, at what point are
the Chinese—I mean, how does the USTR think this is going to
work when you have ultimately the Chinese beginning to say
maybe we are not going to buy any more Federal securities. We
will just move to the Euro—Euro denominated things, because the
dollar is dropping. That will cause the dollar to drop more and our
own interest rates will go up, and the domestic economy gets bet-
ter. Yet today’s newspaper has this story again—this one from the
New York Times. Who’s in charge of determining U.S. interest
rates? It may be Beijing.

I have the feeling that this Administration doesn’t have the do-
mestic economy people talking to the trade people, but somehow
they think they operate independently and that when the interest
rates go up in this country and all those young people who have
bought houses with adjustable-rate mortage interest rates are
going to get clobbered and lose their houses that the exporters will
have gained something because we will have forced the yuan to
sort of float a little bit. There will be a short-term gain there, but
a big term loss in the domestic economy. How do you explain all
that to us? What is going on with China and are we doing the right
thing by telling them the answer is let the yuan float?

Mr. ALLGEIER. Okay. First of all—and I don’t mean to be dodg-
ing the question—the USTR concentrates on the trade aspect of our
relationship. But to get to your point about coordination, we are
part of an interagency process that is coordinated in the White
House that brings together all the economic agencies, both those
with respect to—who have responsibility on the domestic side, in-
cluding the U.S. Department of the Treasury, for example, the
President’s advisors—the Council of Economic Advisors—and then
our organization, the U.S. Department of Commerce, and so forth.

With respect to China in particular, of course, the U.S. Depart-
ment of the Treasury has the responsibility for the dialog with
them and other countries with respect to exchange rates and the
foreign exchange regime that they have. Certainly, I think every-
body is aware that the Treasury has been working with the Chi-
nese to help them move from the rather rigid system they have
now with the peg to something that would be more responsive to
market forces. That would, of course, be helpful in terms of estab-
lishing a better equilibrium there.

Mr. MCDERMOTT. But has that organization—and I would love
to know who it is that coordinates it or who is the central person
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in that—but have they decided they are willing to sacrifice interest
rates in the United States for the trade problems with China?

Mr. ALLGEIER. I have not

Mr. MCDERMOTT. The deficit?

Mr. ALLGEIER. I am certainly not aware that that is way that
anybody is approaching it. Obviously——

Mr. MCDERMOTT. Do they think they can have—have you sat
in on those meetings? I don’t know if you are at the proper grade
level to sit in on those combined meetings of domestic and foreign?

Mr. ALLGEIER. Well, the meetings occur at various levels, and
so some of them, yes, I have sat in.

Mr. MCDERMOTT. Who is making the decision that we should
keep pushing the Chinese when everybody is predicting if we do
our interest rates are going to go up? Who is doing that?

Mr. ALLGEIER. Well, there is a collective determination of rec-
ommendations to be made as to what fiscal policies are followed,
what monetary policies are followed, what trade policies are fol-
lowed, and so it is a network of policies and responsibilities.

Mr. MCDERMOTT. Is that the Council of Economic Advisors’
Chairman or is it the Secretary of the Treasury or the Secretary
of Commerce? Who's the center person here? Who says to the Presi-
dent: this is what we are doing, Mr. President?

Mr. ALLGEIER. It is coordinated by the National Economic
Council, but then that council is comprised of these different agen-
cies and so as in any recommendation to the President, the Presi-
dent gets the advice from all of the departments and if the advice
is different, he is informed of which agencies feel one way, which
agencies feel another, and then he ultimately makes the decisions
based upon the advice that he gets from his entire cabinet and the
agencies.

Mr. MCDERMOTT. The reason I raised it is because in this
same pile of clips for today is a story in Seattle about people losing
their houses, because of the interest rates, and the adjustable rate
mortgages, and what is happening with all that. It seems to me
that you have two forces going on that somebody has got to start
thinking about what are willing to do to the American people as
a part of this trade relationship with China. Thank you, Mr. Chair-
man.

Chairman SHAW. Mr. Weller.

Mr. WELLER. Thank you, Mr. Chairman. Mr. Ambassador, it is
good to see you, good to have you with us. Again, I want to com-
mend you for your effective efforts and your effective ability to
speak in behalf of the President’s trade agenda.

Mr. ALLGEIER. Thank you.

Mr. WELLER. As we open new markets. I also want to congratu-
late you on your good work.

Mr. ALLGEIER. Thank you.

Mr. WELLER. As a strong supporter of DR-CAFTA, I want to
thank you for your efforts, along with Ambassador Zoellick and
others, to make trade with Central America and the Dominican Re-
public a two-way street and right now, for Illinois manufacturers,
Illinois farmers, and Illinois workers. Our products enter those
markets in Central America and the Dominican Republic and fac-
ing tariffs.




27

Mr. ALLGEIER. Right.

Mr. WELLER. However, our policy over the last 20 years has
been to allow their products to come in essentially duty free, and
your efforts have produced a two-way street, and I look forward to
working with you through the ratification process.

The one issue that raised its head during the DR-CAFTA proc-
ess—and it appears to be a trend as we look at international
trade—is the issue of intellectual rights, intellectual property
rights, which are important to manufacturers and workers in my
home state of Illinois, and in particular the pharmaceutical sector,
which is a major employer in Illinois. It appears that there is real
effort to move forward on an assault on the intellectual property
rights, particularly of pharmaceutical products.

Brazil, for example—it has been brought to my attention—that
they are attempting to break patents on medicines for use not only
in Brazil, but to have the ability to produce for export, essentially
stealing someone else’s idea and then making money off it. They
have been attempting to justify this by invoking the trade-related
aspects of international property rights (TRIPS) agreement compul-
sory licensing provisions.

First I would like to hear your comment, Mr. Ambassador, on
Brazil’s attempt to break U.S. patents through TRIPS, even though
Brazil is not a developing country, but also how widespread is this
challenge as you work on trade agreements?

Mr. ALLGEIER. Thank you. Well, the area of intellectual prop-
erty, as you pointed out, is extremely important to the United
States. It is not just on patents, but also on copyrights and trade-
marks and trade secrets. This whole—the innovation that we have
in our economy is one of the strongest elements in our competitive-
ness. So, it is a very important priority for U.S. in our trade nego-
tiations.

That said, we also are very sensitive to the fact that all coun-
tries, and particularly developing countries, many developing coun-
tries, have enormous challenges in meeting the public health needs
of their population, and with limited resources. So, that is why the
United States played such an important role both at Doha and
then subsequently to refine the WTO procedures and under-
standings on how a country can balance the protection of intellec-
tual property with meeting its public health needs for its public.
We have taken that through and incorporated in our FTAs includ-
ing the DR—-CAFTA

Now, with respect to the specific problem that you identified with
Brazil. Brazil, of course, has a very significant acquired immune
deficiency syndrome (AIDS) problem, which they have dealt with
and they have had some very innovative policies for doing it. Our
belief, based upon experience to date in Brazil and elsewhere, is
that that is best done in a cooperative mode with the pharma-
ceutical companies, and not doing it a way that is very
confrontational and that is threatening to break patents in order
as a negotiating ploy to reduce prices.

I think that our companies have shown a sensitivity to those
issues and so we have been working in this latest instance with the
Brazilian authorities and with the companies urging them, the two,
to get together to find out what is going to be in the best long-term
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interest of Brazil in meeting its public health needs. It should be
based upon that, not upon some other kind of longer-term commer-
cial calculation on the part of industrial authorities in Brazil as to
where they would like to be 10 years from now in terms of produc-
tion. They will be in the best position if they work to create an en-
vironment in which our companies work together with Brazilian
companies to develop the industry in Brazil.

Mr. WELLER. Is that the strategy the Administration——

Mr. ALLGEIER. Yes.

Mr. WELLER. When it comes in and selects a product; to encour-
age industry and the particular government of that particular
country to work it out or do we have a strategy overall on protec-
tion of intellectual property rights?

Mr. ALLGEIER. Well, we certainly have a strong objective of
protecting intellectual property rights within the boundaries that
have been established within the WTO, which we think has struck
the right balance between respect for intellectual property rights
and then also ways in which companies can work with countries
that have severe public health needs.

Mr. WELLER. Thank you, Mr. Chairman. I see my time has ex-
pired.

Chairman SHAW. Mr. Herger?

Mr. WELLER. Thank you, Mr. Ambassador.

Mr. ALLGEIER. Thank you.

Mr. HERGER. Thank you, Mr. Chairman. Mr. Ambassador, it is
great to have you with us. I represent one of the richest agricul-
tural producing areas in our nation, the northern Sacramento Val-
ley of California. More than 60 percent of our California almonds
are exported, about half of our dried plums, about half of our rice.
For this reason, I am very interested in the ongoing WTO negotia-
tion to bring down the worldwide agricultural tariffs and other bar-
riers that restrict our northern California exports.

My question is this—and I know you have addressed it some-
what—but still, as we look at forward to the sixth WTO Ministerial
Conference this coming December, how do you now view our U.S.
negotiating position as it relates to improving market access for ag-
ricultural products among other WTO member nations?

Mr. ALLGEIER. First of all, I think that it is absolutely clear to
our negotiating partners that a very strong, ambitious result in
market access in agriculture is absolutely essential to a package.
We have been clear. All these countries that come to U.S. and say
well, we want to see reform in domestic supports or we want to see
some other development aspects. We say a key element is strong
market access in agriculture, so there is complete clarity in the
minds of our trading partners, and obviously complete clarity in
our minds, and we work very closely, as you know, with the various
farm groups to make sure we understand the conditions that they
need to compete in key markets overseas.

Mr. HERGER. Well, I want to thank you for that, and just reem-
phasize how important it is that we continue in this vein. Obvi-
ously agriculture is one of our major exports and it’s key to our
economy and key to helping to bring in the closer line or imbalance
of trade. So, thank you very much.

Mr. ALLGEIER. Thank you.
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Chairman SHAW. Thank you, Mr. Allgeier. We have now a vote,
possibly two votes, on the floor. I want to thank you for your in-
sightful testimony. It is always a great privilege to have you before
the Committee. We will now stand in recess, and we will reconvene
in approximately 20 minutes with the panel of four witnesses that
remain as part of our hearing today.

Mr. ALLGEIER. Thank you, Mr. Chairman.

[Recess.]

Chairman SHAW. Thank you. That vote took a little longer than
we expected. Thank you for your patience. The second panel is Nor-
man Sorensen, President and Chief Executive Officer (CEO) of
Principal International, Des Moines, Iowa, and Chairman, Coali-
tion of Services Industries; Dyke Messinger, President and CEO,
Power Curbers, Incorporated, Salisbury, North Carolina, on behalf
of the National Association of Manufacturers (NAM); Al
Christopherson, President of the Minnesota Farm Bureau Federa-
tion, Pennock, Minnesota, on behalf of the American Farm Bureau
Federation; and William Klinefelter, Legislative and Political Di-
rector of the United States Steelworkers.

We have each one of you—you can start out by correcting my
pronunciation if I have mispronounced your names. We have your
full testimony. We ask that you try to limit your testimony to 5
minutes and your full testimony I can assure you will be part of
the permanent record. Mr. Sorensen.

STATEMENT OF NORMAN R. SORENSEN, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, PRINCIPAL INTERNATIONAL,
DES MOINES, IOWA, AND CHAIRMAN, COALITION OF SERV-
ICES INDUSTRIES

Mr. SORENSEN. Well, thank you, Mr. Chairman, Ranking Mem-
ber, Mr. Cardin. Thank you for the opportunity to testify today. My
name is Norman Sorensen. I am the Chairman of the U.S. Coali-
tion of Service Industries. I am also the President of Principal
International, an international arm of Principal Financial Group, a
large pension and asset management company based in Des
Moines, Iowa, and a member of the Fortune 500.

Mr. Chairman, the message is very basic. We believe the WTO
is the foundation of the world trading system and that continued
active U.S. engagement in it is essential. The WTO has been effec-
tive in removing trade barriers that had long restricted inter-
national trade. United States companies, workers, consumers, and
families have benefited, in our opinion, tremendously as a result.
It is the broadest form within which liberalization is negotiated,
rules are set, and disputes are adjudicated.

Without the WTO, there would be no vehicle for global trade lib-
eralization. We support efforts to liberalize bilaterally and in that
regard strongly support ratification of DR-CAFTA. But we believe
that the WTO must now take center stage, both because it is the
only means of achieving liberalization globally, and because the
Doha round has reached a critical stage. We, therefore, hope that
Congress will ensure that the United States remains committed to
involvement and engagement in the WTO.

The issue at hand today—and some of these argument have been
expressed throughout the hearings earlier—is not whether to main-
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tain a membership in the WTO, but that should be a given. Rather,
we ask that policy makers now focus hard on ensuring that the
Doha round concludes successfully.

Since the adoption of the agreement establishing the WTO in
1994, U.S. cross-border services exports have grown from $186 bil-
lion in 1994 to $338 billion in last year. The United States is, by
far, as has been said, the largest services exporter and enjoys about
a $50 billion surplus in services trade.

Potential benefits to the United States from a successful Doha
round are tremendous, especially for services. According to one
University of Michigan study, if all barriers to worldwide trade in
goods, agricultural products, and services were dismounted and dis-
mantled, the United States would enjoy a welfare benefit of an as-
tonishing $542 billion, and the bulk of this, $466 billion would re-
sult from the elimination of services barriers. We must, therefore,
in the Doha round move to the next phase, in which we negotiate
deeper, more liberalizing commitments.

However, Mr. Chairman, we are of the opinion that the services
negotiations are at a point of crisis. They are at a crisis because
many countries have not tabled offers, and those offers that have
been tabled provide for little new liberalization. Not only are offers
weak, the hard work of country by country, sector by sector bar-
gaining is also not taking place.

In our discussions with U.S. trade officials, WTO officials, and
our trading partners, we have explored ways to get the services
talks back on track. In my visits last month to four major cap-
itals—New Delhi, Beijing, Brasilia, and Kuala Lumpur—I met with
trade officials to stress these very arguments and encouraged them
to submit revised officers to WTO this month, which is, as you
know the first deadline on May 31st.

The Coalition of Service Industries proposes that all WT'O mem-
bers undertake to make commitments in all services sectors in the
GATT. If WTO members can accept that as a starting point, it will
improve the negotiating environment significantly, allowing nego-
tiators to focus on the depth, scope, and quality of commitments.
Those commitments should at least capture their current levels of
liberalization.

In further negotiations, the United States could then request
that our trading partners bring their schedules of services commit-
ments at least up to the quality of liberalization reflected in the
schedules of countries that have done the most to liberalize their
services sectors, like the United States and some of our trading
partners in the industrialized countries.

The importance of the Doha round services talks demand that
the United States dedicate the resources and focused energy, as
has been said before, to succeed in the services negotiations. All
members of the global trading system have a stake in the future
of the WTO and the Doha round, but it is the United States that
stands to gain the most. We must, therefore, continue to partici-
pate actively and vigorously in the WTO.

In conclusion, services are central to our economic interest.
Worldwide liberalization of services means more American jobs, ex-
panded U.S. trade, and a stronger American economy. Thank you,
Mr. Chairman.
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[The prepared statement of Mr. Sorensen follows:] Chairman
SHAW. Thank you, sir. Mr. Messinger, please.

Statement of Norman Sorensen, President and Chief Executive Officer,
Principal International, Des Moines, Iowa, and Chairman, Coalition of
Services Industries

INTRODUCTION

Thank you, Mr. Chairman, for the opportunity to testify today on the future of
U.S. participation in the World Trade Organization. The Coalition of Service Indus-
tries (CSI) is the leading business organization dedicated to the reduction of barriers
to U.S. services exports. CSI was formed in 1982 to ensure that U.S. trade in serv-
ices, once considered outside the scope of U.S. trade negotiations, would become a
central goal of future trade liberalization initiatives.

Today’s hearing is timely, as we are entering a crucial phase in the Doha Round,
which is the 9th Round of multilateral trade negotiations since the formation of the
GATT, the predecessor to the WTO, in 1948.

The WTO is the foundation of the world trading system. The WTO has been effec-
tive in removing trade barriers that had long restricted international trade, and
U.S. companies, workers, consumers, and families have benefited tremendously as
a result. With a membership that includes 148 nations and nearly all the world’s
significant economies, it is the broadest forum within which liberalization is nego-
tiated, rules are set, and disputes are adjudicated. Without the WTO, there would
be no vehicle for global services liberalization, and until its establishment ten years
ago, there wasn’t. The institution is crucial for maximizing the advantages from,
and managing our interests in, the global economy. The continued focused and de-
termined engagement of the United States in the WTO is critical to the interests
of the U.S. service industry.

We support efforts to liberalize bilaterally and in that regard strongly support
ratification of CAFTA. But we believe the WTO must now take center stage, both
because it is a means of achieving liberalization globally, and because the Doha
Round has reached a critical stage. Unlike FTAs, which are negotiated bilaterally
or with a small number of trading partners, WTO negotiations lead to liberalization
by all WTO members.

We therefore hope that Congress will ensure that the United States remains com-
mitted to the WTO, especially at such an important juncture in the Doha Round.

Many challenges stand in the way of a successful completion of the Round, not
least in the service sector. In our view, the issue at hand today is not whether to
maintain our membership in the WTO. That, we believe, should be a given. Rather,
we hope that policymakers will focus on ensuring that the Doha Round concludes
successfully, which means comprehensive new liberalization across the range of
service sectors, as well as in other areas under negotiation.

BENEFITS: HOW HAVE WE GAINED FROM PARTICIPATION IN THE
WTO?

Services are still a relatively new item on the multilateral trade agenda. Only
during the 1980s did serious work begin to define and quantify services trade, and
only during the Uruguay Round did services negotiations commence. The end of the
Uruguay Round resulted in the adoption, by all GATT/WTO members, of the Gen-
eral Agreement on Trade in Services or GATS, which spelled out the terms under
which liberalization of trade and investment in services would be pursued.

Accompanying the GATS were schedules of commitments that identified the serv-
ice sectors in which members were willing to offer market access and national treat-
ment. Those schedules of commitments, combined with separate agreements on fi-
nancial services and basic telecommunications, concluded in 1997, formed the basis
for further negotiation when broad-based services negotiations were launched in
2000 as required by the agenda built into the Uruguay Round. That negotiation was
subsequently subsumed into the Doha Round.

The inclusion of services in the Uruguay Round was a groundbreaking achieve-
ment. It opened up services markets and for the first time provided a means by
which WTO members could make commitments to liberalize international trade and
investment in a wide array of service sectors.

The WTO has produced successes for services. The 1997 Financial Services Agree-
ment and the Agreement on Basic Telecommunications are examples of WTO agree-
ments which provided market access and national treatment, and established impor-
tant disciplines in two vital service sectors.

The numbers illustrate the benefits even more vividly. Since the adoption of the
agreement establishing the World Trade Organization, U.S. crossborder services ex-
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ports have grown steadily, from $186 billion in 1994 to $338 billion last year. The
U.S. is by far the world’s largest service exporter, and enjoys about a $50 billion
surplus in services trade.

Sales of services by U.S. affiliates in foreign markets is even larger, rising from
$190 billion in 1995 to over $400 billion in 2002. The operations of these affiliates
are vital to U.S. companies’ global competitiveness, and thus to American jobs.

By establishing a framework for services liberalization, the WTO has significantly
advanced U.S. economic interests. Now is the time to build on that work.

While the U.S., Europe, and a handful of other countries made good services com-
mitments coming out of the Uruguay Round, most countries’ commitments were lim-
ited, both in scope and depth. Many schedules did not even reflect existing levels
of openness, and many excluded coverage of key service sectors.

We must therefore move to the next phase, in which we negotiate deeper, more
liberalizing commitments that provide new commercial opportunities across the
breadth of the service sector.

THE IMPORTANCE OF SERVICES TO THE U.S. ECONOMY

Mr. Chairman, as you and your fellow Congressmen well know, the service sector
is vital to U.S. economic growth and vitality. To quote directly from a bipartisan
Dear Colleague letter circulated in the House of Representatives a few weeks ago,
“Many of U.S. may not fully appreciate that services represent the overwhelming
share of our country’s employment, economic output, a large and growing share of
our foreign trade, and are key to the future growth of the American economy.”!

We could not agree more. Services account for nearly four-fifths of U.S. economic
output, and 87 million Americans are employed in the service sector—80% of the
private sector workforce. By Labor Department reckoning, 90% of all the new jobs
created in the U.S. between now and 2012 will be in the service sector.

Viewed against that backdrop, the importance of securing meaningful services lib-
eralization in the Doha Round is self-evident.

However, developing countries too have a big stake in services liberalization. Even
in lower income developing countries, services account for an average of nearly 50%
of GDP. This was a point that my CSI colleagues and I made during a series of busi-
ness missions I led last month to Beijing, Brasilia, Kuala Lumpur, and New Delhi,
specifically for the purpose of advocating greater progress in the services component
of the Round.

In our conversations with trade and finance ministers, central bank, foreign min-
istry, and other senior officials, as well as private sector leaders in all four coun-
tries, the level of interest in and understanding of services varied markedly. I was
encouraged that all four countries are committed to tabling revised services offers.
Some countries see services as an important future growth sector and are devel-
oping their negotiating positions accordingly. However, too many other countries are
not.

SERVICES NEGOTIATIONS ARE AT A CRISIS POINT

Mr. Chairman, we are of the opinion that the services negotiations are in crisis.
This view is widely shared among trade officials and observers in Washington, in
Geneva, and in many capitals, and was echoed during a series of meetings that CSI
organized with WTO officials and Ambassadors in Geneva earlier this year.

Services negotiations are complex and time-consuming. They are based on a re-
quest-offer process, requiring multiple intensive negotiating sessions in which initial
offers are followed by further negotiations and improved offers. Effective services ne-
gotiations take, at a minimum, many months. They are at a crisis because too few
services offers have been tabled, and those offers that have been tabled provide for
little new liberalization. The real work has yet to begin.

Without a decisive push by the U.S. and other key WTO members, the Doha
Round will reach a point where, having finally achieved agreement on agricultural
liberalization, for example, there simply will not be sufficient time left to adequately
address services before the Round’s conclusion.

The sense of pessimism was underscored last week in a poll of trade policy offi-
cials and specialists in Geneva and in key capitals.2 The poll, conducted by former
WTO Deputy Director General Andrew Stoler, revealed that 77% of respondents
doubt that there will be a critical mass of services offers on the table by the end

1“The Importance of Services to the U.S. Economy.” Dear Colleague letter, signed by Con-
gressmen Ben Cardin and Jim Kolbe, March 18, 2005.

2University of Adelaide, Institute for International Business, Economics & Law (IIBE&L),
Global Trade Opinion Poll Survey No. 10, April-May 2005.
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of this month, which is the deadline by which WT'O members are to submit revised
services offers.

A POSSIBLE WAY FORWARD

In our discussions with U.S. trade officials, WTO officials, and our trading part-
ners, we have explored several options for getting the services talks back on track.

We propose that WTO Members make commitments in all services sectors in the
GATS. If WTO members can accept that as a starting point, it will improve the ne-
gotiating environment significantly, allowing negotiators to focus on the depth,
scope, and quality of commitments. Those commitments should at least capture cur-
rent levels of liberalization.

In further negotiations, the U.S. could then request that our trading partners
bring their schedules of services commitments at least up to the quality of liberal-
ization reflected in the schedules of countries that have done the most to liberalize
their services sectors, like the United States.

This approach would be helpful because the U.S. (and a handful of industrialized
countries) has already taken on the most commitments, while many other countries
have made relatively few commitments. Analyses of existing services schedules
show, for example, that most Latin American countries, with the exceptions of Ar-
gentina and Mexico, have made full or partial commitments in only 20% of the pos-
sible service sectors.3 Asian countries such as Thailand and Malaysia have made
commitments in less than 40% of the possible sectors, while the figure is under 30%
for the Philippines and under 20% for Indonesia.* The U.S., Canada, and others,
by contrast, have made full and partial commitments in a significantly higher num-
ber of the possible sectors.

THE POTENTIAL GAINS FROM A SUCCESSFUL DOHA ROUND

In 2004, global services trade was only about 24% of the value of global goods
trade.5 The figure is low in part because of the prevalence of barriers to services
trade. While tariff and non-tariff barriers to goods and agricultural products have
been reduced significantly over the course of successive multilateral trade Rounds,
this process is only beginning in services. Thus, the marginal gains to be had from
further services liberalization are much greater than in other sectors.

The potential benefits to the United States (and to all our trading partners) from
a successful Doha Round are tremendous. Moreover, a variety of studies have dem-
onstrated that the greatest gains for the U.S. are to be had in the services sector,
which is not surprising in light of its prominent role in our economy. According to
one University of Michigan study, if all barriers to worldwide trade in goods, agri-
cultural products, and services were dismantled, the U.S. would enjoy a welfare ben-
efit of an astonishing $542 billion, and the bulk of this—$466 billion—would result
from the elimination of services barriers.6

CONCLUSION

Services are a frontier area of WTO negotiations, and it is here that the WTO’s
work overlaps most directly with American economic interests. Commensurate with
its importance, resources and energy must be directed toward a successful conclu-
sion to the services negotiations. All members of the global trading system have a
stake in the future of the WTO and the Doha Round, but it is the U.S. that stands
to gain the most, and we must therefore continue to participate actively and vigor-
ously in the WTO. In this regard, it is especially important to help our trade nego-
tiators bring other key countries to the negotiating table by engaging senior officials
at the Treasury and State Departments in this effort.

In conclusion, I refer again to the recent Dear Colleague letter, which aptly sum-
marizes my message today: “Services are central to our economic interests. World-
wide liberalization of services, as is being pursued in the Doha Round, means more
American jobs, expanded U.S. trade, and stronger growth for the American econ-
omy.”

b I thank you for your time, and would be glad to answer any questions you might
ave.
——

3 International Trade Commission. General Agreement on Trade in Services: Examination of
South American Trading Partners’ Schedules of Commitments (Investigation 332—-367) Publica-
tion 3007 Published December 1996.

4International Trade Commission. General Agreement on Trade in Services: Examination of
the Schedules of Commitments Submitted by Asia/Pacific Trading Partners Investigation No.
332-374 Publication 3053 August 1997.

5World Trade Organization: “World Trade 2004, Prospects for 2005,” April 14, 2005.

6 Brown, Drusilla K., Kozo Kiyota, and Robert M. Stern, “Computational Analysis of the U.S
FTA with the Southern African Customs Union (SACU),” University of Michigan, July 6, 2004.
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STATEMENT OF DYKE MESSINGER, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, POWER CURBERS, INC., SALISBURY,
NORTH CAROLINA, ON BEHALF OF THE NATIONAL ASSOCIA-
TION OF MANUFACTURERS

Mr. MESSINGER. Mr. Chairman, Members of the Subcommittee,
my name is Dyke Messinger. I am President and CEO of Power
Curbers, Incorporated, of Salisbury, North Carolina, and I am
pleased today to testify on behalf of the (NAM).

Power Curbers sells globally. We export to over 70 countries
around the world, including places as far away as Australia, China,
Japan, Malaysia and places as close to home as Canada, Mexico,
and other countries in Central America. More than one-fifth of our
production was exported in 2004, and our exports have doubled in
the last 3 years.

Trade is very important to manufacturers like me. One out of
every five manufacturing jobs in the United States is directly re-
lated to exports, and manufactured goods account for fully 87 per-
cent of total U.S. exports of goods. Small and medium sized firms
comprise 97 percent of all exporters. Only 3 percent of exporters
are large firms, and small and medium sized firms account for 30
percent of U.S. exports. That is a considerable amount. In many
ways, smaller firms probably need the WTO system more than
larger ones. The cost of compliance with discriminatory foreign
standards, the difficulties of dealing with counterfeiting and intel-
lectual property, the cost of customs clearance and delays—all
these are proportionately larger for smaller firms.

Mr. Chairman, I am not a trade lawyer. I am a businessman.
However, I can tell that because of the rules-based trading system,
barriers have been coming down over the years, and firms like
Power Curbers have benefited, as well as my competitors. However,
my company faces still trade barriers that are much too high. We
could sell more to our existing customers if the costs of trade were
cheaper, and if other countries did not throw up one barrier after
another. We could find new customers and markets if those bar-
riers came down. The Doha round of the WTO negotiations offers
the next opportunity to bring these barriers down.

Trade liberalization over the years has been a boon to the U.S.
manufacturing base as more markets are open to U.S. than ever
before. The global trading system has also brought about improving
the protection of intellectual property and transparency in govern-
ment procurement. The more the U.S. Government can open up
foreign markets and assure that trade is fair, the more we are
going to sell and the more people we will have on our payroll.

The NAM believes strongly that the successful completion of the
Doha round of the WTO negotiations is of critical importance to the
U.S. and world economies. A deal that cuts deeply into agricultural
barriers and distortions is of critical importance to the success of
the round, but so are deep cuts in industrial trade barriers.

Last month, the NAM led a global manufacturers’ fly in to the
WTO in Geneva to stress manufacturing priorities in the Doha
round of trade negotiations. More than 30 individuals from manu-
facturing organizations around the world participated, including
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Australia, Brazil, Canada, Europe, Japan, and Korea. After dec-
ades of multilateral negotiating rounds, industrial nation tariffs
have fallen to very low levels for the most part, but developing na-
tion tariffs have not. For example, my equipment faces duties of 14
percent in Brazil, 15 percent in India, and 8 percent in China. We
could sell a lot more if we could see these barriers eliminated or
substantially reduced.

The NAM also believes that negotiation on NTB must continue
to be addressed in the negotiations. The NTB are a concern be-
cause they can become just as great an impediment to trade as tar-
iffs. The NTB are a particular disadvantage for small companies
like mine. Trade facilitation improves basically improvements in
custom procedures are another way in which the Doha round can
benefit U.S. companies. A number of companies have speculated
that these costs may add as much as 5 to 8 percent to the cost of
importing into many developing countries.

The WTO’s procedure for resolving trade issues under the dis-
pute settlement understanding is another important aspect. It is
vital for enforcing the rules. Before the WTO, dispute settlement
had no teeth, and cases could go on for years because the process
was totally voluntary. Having a rules-based system that is enforce-
able is critical. The system is certainly not perfect, and NAM en-
dorses efforts to make WTO dispute settlement process more open
and transparent.

Power Curbers has benefited directly from recent FTAs. Pre-
viously, we faced duties of 6 percent in Chile and 5 percent in Aus-
tralia. As a result of our FTAs with those countries, we can now
export to both countries duty free, while our competitors still have
to pay these duties.

Mr. Chairman, let me conclude by saying that the United States
must continue to lead the WTO and that the resolution to with-
draw from the WTO must be vigorously opposed by the Administra-
tion and Congress. Thank you so much.

[The prepared statement of Mr. Messinger follows:]

Statement of Dyke Messinger, President and Chief Executive Officer,
Power Curbers, Inc., Salisbury, North Carolina, on behalf of the National
Association of Manufacturers

Good morning Chairman Shaw, Ranking Member Cardin, and members of the
Subcommittee. Thank you for giving me the opportunity to participate in this panel.

My name is Dyke Messinger and I am President and CEO of PowerCurbers, Inc.
a small manufacturer located Salisbury, North Carolina. We manufacture machin-
ery for slipforming concrete curb-and-gutter, highway safety barrier, bridge parapet,
monolithic curb, gutter and sidewalk, irrigation ditches and roller compacted con-
crete dams. I am pleased to testify today on behalf of the National Association of
Manufacturers (NAM) at this hearing to review future prospects for U.S. participa-
tion in the World Trade Organization (WTO).

The National Association of Manufacturers is the nation’s largest industry trade
association, representing small and large manufacturers in every industrial sector
and in all 50 states. The large majority of NAM members are SMMs like my com-
pany who are affected directly or indirectly by trade and have a keen interest in
the factors affecting our trade and international economic relations.

PowerCurbers, Inc. sells globally. We export to over 70 countries around the world
including places as far away as Australia, China, Japan and Malaysia and places
as close to home as Canada, Mexico and the countries in Central America. More
than one-fifth of our production was exported in 2004 and our exports have doubled
in the last three years. We have hired more employees over the years to keep up
with the increased exports.
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Trade is very important to manufacturers like me. In fact, Commerce Department
data show that one out of every five manufacturing jobs in the United States is di-
rectly related to exports. And manufactured goods are also the most important part
of our overall trade, accounting for fully 87 percent of total U.S. exports of goods.
Even when services are included, manufactured goods exports comprise two-thirds
of total U.S. exports of goods and services.

It is frequently assumed that world trade is a big company game, and that export-
ing is too difficult and costly for smaller firms. That is just not so. It certainly is
not true for my firm; but it isn’t true for others either.

I think the Subcommittee will be very interested to learn that in fact small and
medium-sized firms comprise 97 percent of all U.S. exporters. Only 3 percent of ex-
porters are large firms. It is true that large firms account for the lion’s share of ex-
ports, but small and medium-sized firms typically account for about 30 percent of
U.S. exports. That is a considerable amount.

Smaller firms benefit from the WTO rules-based trading system just like larger
firms. In fact, in many ways smaller firms probably need the WTO system even
more than large firms. The cost of compliance with discriminatory foreign stand-
ards, the difficulties of dealing with counterfeiting and intellectual property piracy,
the cost of customs clearance and delays—all these are proportionately larger costs
for smaller firms, because we have to spread these costs across fewer units of ex-
ports than larger firms.

Mr. Chairman, I am not a trade lawyer. I am a businessman. I can tell you that
because of the rules-based trading system, barriers have been coming down over the
years and firms like PowerCurbers, Inc. have benefited. However, my company still
faces tariffs and trade barriers that are much too high in too many countries. We
could sell more to our existing customers if the costs of trade were cheaper, and if
other countries did not throw up one barrier after another. And we could find new
customers in more markets if barriers came down. The Doha Round of World Trade
Organization (WTO) negotiations offers the next opportunity bring those barriers
down.

Since its original founding in 1948 as the General Agreement of Tariffs and
Trade, the GATT/WTO system has seen global tariffs on manufactured goods fall
dramatically and global trade volumes grow exponentially, resulting in more free-
dom and prosperity for hundreds of millions of people. Trade liberalization over the
years has been a boon to the U.S. manufacturing base as more markets are open
to U.S. than ever before. Access to a greater supply of raw materials at lower prices
enables U.S. manufacturers to reduce costs and become competitive in markets
around the world. The global trading system has also brought about improving the
protection of intellectual property (IP) and transparency in government procure-
ment.

Ten years have elapsed since the last multilateral Round was completed. The
more the U.S. Government can open up foreign markets and assure that trade is
fair, the more we are going to sell—and the more people we will have on our payroll.
The United States is the world’s leader for trade expansion and must continue its
determined, aggressive leadership to complete the Doha Round.

Doha Round Negotiations

The NAM believes strongly that the successful completion of the Doha Round of
World Trade Organization (WTO) negotiations is of critical importance to the U.S.
and world economies. The framework agreement reached last summer in Geneva
shows that a successful Doha Round is now a real possibility.

The negotiations are called the “Doha Development Agenda” (DDA) for good rea-
son—it is time that the developing countries, particularly the least developed, be-
come more integrated into the global trading system and obtain more of the gains
from trade.

The NAM fully endorses this, but we want to stress that many of the gains to
developing countries will come from reducing their trade barriers and opening their
own markets—just as we have gained from our own market openness. We agree
that special consideration must be made for the least developed nations. However,
we also believe that no country should be a “free rider” in the Round.

A deal that cuts deeply into agricultural barriers and distortions is of critical im-
portance to the success of the round, but so are deep cuts in industrial trade bar-
riers. American manufacturers need to see substantial cuts to industrial trade bar-
riers, including substantial reductions in the actual tariff rates developing countries
apply to imports.

The NAM created a special WT'O Action Group to promote, advocate and achieve
manufacturers’ ambitious trade liberalization goals as the Doha Round of trade ne-
gotiations continues. The NAM’s Action Group is being chaired by Steve Biegun,
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Ford Motor Company’s Vice President of International Governmental Affairs. The
principal aim of this Group is to elevate the importance of industrial trade in the
Doha Round.

Last month, the NAM led an unprecedented Global Manufacturers Fly-In to the
WTO in Geneva, Switzerland, to make certain manufacturing priorities are ad-
dressed in the Doha Round of trade negotiations. More than 30 individuals from
manufacturing organizations around the world participated, including Australia,
Brazil, Canada, Europe, Japan and Korea. The principal objective of the fly-in was
to demonstrate that manufacturing organizations from around the world are deter-
mined that the Doha Round should result in truly ambitious cuts in industrial tariff
barri?rs. After all, manufactured goods account for over 75% of world merchandise
trade!

Non-Agricultural Market Access (NAMA) Negotiations

After decades of multilateral negotiating rounds, industrial nation tariffs have
fallen to very low levels for the most part, but developing nation tariffs have not.
Developing nations were not expected to make proportional cuts in their tariffs, and
in many cases were not asked to make reductions at all.

The resulting imbalance in tariff rates is huge: U.S. and other industrial country
bound tariff rates on imports of manufactured goods now are down to an average
of about 3 percent, but the average bound industrial duties in the developing coun-
tries is over 17 percent—nearly six times as high. For example, my equipment faces
duties of 14 percent in Brazil, 15 percent in India and 8 percent in China. We could
sell a lot more if we could see these barriers eliminated or reduced substantially.

The NAM believes the task of obtaining substantial cuts in foreign tariffs on U.S.
manufactured goods, while difficult, is achievable by focusing on 23 trading part-
ners—three industrial partners and 20 developing partners. Together, these 23 ac-
count for 96 percent of the global duties assessed on U.S. exports of manufactured
goods.

We recommend selecting the EU, Japan, andNew Zealand as top industrial coun-
try priorities. Together they account for 99 percent of industrial nation duties
charged on U.S. manufactured goods exports.

Twenty developing countries account for a startling 95 percent of all duties as-
sessed by developing countries on our exports. The twenty developing countries, in
order of the estimated amount of duties U.S. manufacturers now pay are: China,
Brazil, Korea, India, Thailand, Taiwan, Malaysia, Colombia, Egypt, Argentina, Ven-
ezuela, the Philippines, Peru, the United Arab Emirates, Pakistan, Nigeria, South
Africa, Indonesia, Ecuador, and Panama.

Non-Tariff Barriers

While much of my focus thus far has been on tariffs, the NAM also believes that
negotiations on non-tariff barriers (NTBs) should continue to be addressed as an im-
portant feature of the non-agricultural market access negotiations. Non-tariff bar-
riers are a concern because they can become just as great an impediment to trade
as tariffs. Moreover, non-tariff barriers tend to raise the fixed costs of trading. This
is a particular disadvantage for small and medium-size enterprises (SMEs), like
mine, which have to spread those fixed costs over fewer dollars of sales.

NTBs have been rising in importance as trade-distorting factors, including such
measures as discriminatory standards, conformity assessment requirements, pre-
shipment inspections, custom valuation practices, regulatory requirements, port pro-
cedures, and security procedures. Product requirements, including environmental
and other regulations, should be nondiscriminatory and based on sound and widely
accepted scientific principles and available technical information. For example, my
products face very rigorous NTBs in the European Union to meet safety and health
requirements.

Trade Facilitation

Trade facilitation improvements, basically in customs procedures, are another way
in which the Doha Round can benefit U.S. companies. While we have seen no spe-
cific estimates of the overall costs of these trade complications, a number of compa-
nies have speculated that they may add as much as 5-8 percent to the cost of 1m-
porting into many developing countries.

SME’s can be particularly hard-hit by border barriers, since both buyers and sell-
ers in international SME transactions often operate on thin margins. Strong dis-
ciplines on trade facilitation offer certainty to businesses and investors. That cer-
tainty benefits all countries, as business and new ideas and technology move into
the market. It benefits American companies, as they are more certain of inter-
national sales.
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Customs delays are one of the major trade facilitation issues experienced by in-
dustry. The causes of delays are many. In general, however, the absence of clear
global guidelines on how to deal with new products, a lack of resources at the bor-
der, corruption, absence of computerization, and lack of a clear mechanism for pre-
clearance or streamlined procedures for entry, among other issues, contribute to
delays. A good example is the case of India. The typical ship waiting time across
the globe is less than 6 hours. In India, the average ship waiting time is 3-5 days.
For air freight imports, the average dwell time is less than 12 hours. In India, the
average dwell time is 8 days.

Dispute Settlement Understanding

The WTO’s procedure for resolving trade issues under the Dispute Settlement Un-
derstanding (DSU) is another important aspect. It is vital for enforcing the rules
and therefore for ensuring that trade flows smoothly. Before the WTO, dispute set-
tlement had no teeth and cases could go on for years because the process was vol-
untary. It is good to know that we can go to a fair and impartial dispute settlement
body to have these cases settled. Having a rules-based system that is enforceable
is critical. However, the system is certainly not perfect and the NAM endorses ef-
forts to make the WTO dispute settlement process more open and transparent.

We urge that safeguards be discussed that would discourage or prevent WTO dis-
pute settlement bodies from creating obligations that were not agreed to in negoti-
ating the text of the various documents comprising countries’ obligations under the
WTO.

Bilateral Agreements

The NAM strongly supports the on-going negotiations at the World Trade Organi-
zation, but also believes that the U.S. Government should continue to negotiate new
bi-lateral and regional free trade agreements (FTAs) that would level the playing
field for U.S. manufacturers.The expansion of comprehensive U.S. free trade agree-
ments (FTAs) among countries and regions contributes substantially to the overall
goal of opening world markets to U.S. manufactured goods. The NAM supports
FTAs because U.S. manufacturers face much higher barriers in foreign markets
than foreign producers face here.

I think the Subcommittee should focus on the fact that our bi-lateral FTAs ac-
count for 40 percent of U.S. manufactured goods exports, but only 10 percent of the
manufactured goods trade deficit. Fully 90% of the U.S. trade deficit in manufac-
tured goods is with countries with which the U.S. does not have FTAs.

For example, PowerCurbers, Inc. has benefited directly from recent FTAs nego-
tiated and signed by the United States. Previously, we faced duties of 6 percent in
Chile and 5 percent in Australia. As a result of our FTAs with those countries, we
can now export to both countries duty free-while our competitors still have to pay
these duties.

Mr. Chairman, I know that this hearing is about the WTO, but as someone who
does business in Central America and the Dominican Republic, I would like to say
something about the U.S.-Central America-Dominican Republic Free Trade Agree-
ment (CAFTA-DR), which is pending before Congress. American manufacturing
strongly believes that passage of this agreement is in the best interest of the United
States. The agreement will benefit a lot of companies and it will be good for the
region. Their economies will be better off so we can sell them more of our products.
The agreement also offers customs facilitation and state of the art intellectual prop-
erty protection for American manufacturers.

Conclusion

Finally, it is self-evident that the Doha Round of WTO negotiations cannot pro-
ceed without Trade Promotion Authority (TPA) or without U.S. membership in the
WTO. Therefore, the NAM strongly recommends that TPA be continued, as provided
for in law; and the resolution to withdraw from the WTO be opposed vigorously by
the Administration and Congress. The United States is the world’s leader for trade
expansion and must continue its determined, aggressive leadership to complete the
Doha Round.

Thank you, Mr. Chairman.

Chairman SHAW. Thank you, sir. Mr. Christopherson. I bet you
were the last one in your first grade class that learned to write
your name?
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Mr. CHRISTOPHERSON. Certainly. About eighth grade I mas-
tered it.

STATEMENT OF AL CHRISTOPHERSON, PRESIDENT, MIN-
NESOTA FARM BUREAU FEDERATION, PENNOCK, MIN-
NESOTA, ON BEHALF OF THE AMERICAN FARM BUREAU
FEDERATION

Mr. CHRISTOPHERSON. Thank you. Good afternoon, Mr.
Chairman and Members of the Subcommittee on Trade. My name
is Al Christopherson, and I am a corn and soybean and hog pro-
ducer in Minnesota. I also serve as President of the Minnesota
Farm Bureau. I am on the Board of Directors and the Executive
Committee of the American Farm Bureau, and I am here rep-
resenting the views of the American Farm Bureau Federation here
today. 1 certainly appreciate the opportunity to share those
thoughts on the future of the WTO and the importance of the Doha
round of the multilateral trade and negotiations.

Our organization strongly supports the membership of the
United States in the WTO. The trade negotiation standard setting
and dispute settlement functions of the WTO operate to provide a
stable and predictable world trading environment for U.S. agri-
culture. With the production of one-third of our acres destined for
foreign markets, U.S. agriculture is strongly export dependent. The
148-member WTO operates to provide a stable environment for
continued growth in markets for America’s farmers and ranchers.

A review of the issues involved in the current round of agricul-
tural trade talks highlights the vital role that the WTO plays in
the economic development of agriculture. The framework agree-
ment of July 2004 set the guidelines for future negotiation in the
areas of market access, domestic support, and export competition.

In market access, the world average tariff on agricultural prod-
ucts is 62 percent, while the U.S. average agricultural tariff is only
12 percent. The framework agreement supports the use of a for-
mula for reducing all agricultural tariffs so that high tariffs would
be reduced more than low tariffs. A final agreement on tariffs must
result in significant percentage reductions that result in commer-
cially meaningful access.

Domestic support. United States agriculture is prepared to nego-
tiate reductions in trade distorting domestic supports as part of an
overall agreement that increases market access—and that is the
key—in both developed and developing countries. Under the
Framework Agreement, countries must commit to substantive re-
ductions in domestic support levels. Countries support their agri-
culture in different ways. The United States, the EU, and Japan
use domestic support programs. Most other nations use tariffs only
to control or stop imports from competing with their own farmers.
There must be improvement in market opportunities for U.S. farm-
ers and ranchers through lowered world agricultural tariffs in
order for the United States to be able to lower trade distorting do-
mestic support.

Export competition. We support the complete elimination of ex-
port subsidies as contained in the framework agreement. Export
subsidies are recognized as the most trade distorting measures.



40

We talked about dispute settlement. One of the major accom-
plishments of the Uruguay round was a strengthening of the dis-
pute settlement system. A rules-base trading regime requires an
enforcement mechanism so that nations can be assured that fol-
lowing the rules will not place them at a competitive disadvantage.
With the reduction of trade barriers and the increase in trade and
agricultural products, the opportunity for disputes are ever increas-
ing. What farmers get out of U.S. membership in the WTO is a
trade system based on rules that helps maintain stable markets for
one-third of the U.S. farm production that is needed to be exported.

The Farm Bureau believes that the WTO agricultural negotiation
is the best forum in which to achieve progress on a wide variety
of international agricultural trade concerns, and we believe agri-
culture’s future continues to lie in expanding foreign markets and
eliminating barriers to our exports. Continued U.S. membership
will help assure that the WTO has an important and effective fu-
ture for the United States and the other member nations. As long
as exports are important to U.S. agriculture, WT'O membership will
be important as well. Thank you for the opportunity to share our
views and look forward to continuing to work with the Ways and
Means Committee on these and other trade issues.

[The prepared statement of Mr. Christopherson follows:]

Statement of Al Christopherson, President, Minnesota Farm Bureau Fed-
eration, Pennock, Minnesota, on behalf of the American Farm Bureau
Federation

Good morning, Mr. Chairman and members of the subcommittee. I am Al
Christopherson, President of the Minnesota Farm Bureau Federation. I am here
today on behalf of the American Farm Bureau Federation.

I appreciate the opportunity to testify on the future of the World Trade Organiza-
tion and the Doha Round of multilateral trade negotiations.

The American Farm Bureau Federation strongly supports the membership of the
U.S. in the WTO. The trade negotiation, standard setting and dispute settlement
functions of the WTO operate to provide a stable and predictable world trading envi-
ronment for U.S. agriculture. With the production of one-third of U.S. cropland des-
tined for foreign markets, U.S. agriculture is strongly export-dependent. The 148
member World Trade Organization operates to provide a stable environment for con-
tinued growth in markets for America’s farmers and ranchers.

DOHA ROUND OF THE WORLD TRADE ORGANIZATION NEGOTIATIONS

Farm Bureau policy, as adopted by the delegate body at our 86th annual conven-
tion, makes clear that our highest trade priority remains a successful conclusion to
the multilateral Doha Round of the WTO trade negotiations.

Our delegates approved a thorough and well-thought-out position to guide AFBF
in the trade arena. Farm Bureau policy affirms that all commodity sectors should
be on the table during trade negotiations. Our delegates believe U.S. agriculture’s
best opportunity to address critical trade issues, such as market access and domestic
subsidies, is through the multilateral process.

A review of the issues involved in the current round of agricultural trade talks
highlights the vital role that the WTO plays in the economic development of agri-
culture. The Framework Agreement of July 2004 set the guidelines for further nego-
tiations in the areas of market access, domestic support and export competition.

The future of the WTO depends upon the success of the current negotiations as
a vehicle to advance trade liberalization.

Market Access

The world average tariff on agricultural imports is 62 percent, while the U.S. av-
erage agricultural tariff is 12 percent. The Framework Agreement supports the use
of a formula for reducing all agricultural tariffs so that high tariffs would be re-
duced more than low tariffs, thus reducing the gap between high-tariff and low-tar-
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iff products. A final agreement on tariffs must result in significant percentage re-
ductions that result in commercially meaningful access.

Sensitive Products—The Framework Agreement allows all countries, developed
and developing, to negotiate some number of “sensitive” products that will be sub-
ject to smaller tariff cuts. Our goal is to make sure that this number is limited so
that meaningful market access is achievable as a result of these negotiations.

Tariff-Rate Quotas—A method to expand market access is to have a nation agree
to a tariff-rate quota (TRQ) for a specific product. A TRQ is a reduced tariff on a
specified amount of imported product. The U.S. would gain increased exports if
countries actually “filled” their TRQ’s. Farm Bureau wants the negotiations to result
in higher TRQs and improved fill rates.

Special and Differential (S&D) Treatment—Developing countries, and in par-
ticular least developed countries (LDCs), have received S&D treatment to give them
more time to adjust to competition. While the LDCs clearly require greater protec-
tion, some “developing” countries are actually highly developed and competitive in
certain sectors. It is unreasonable to provide those countries special treatment for
those commodities. Those countries must assume greater obligations.

Domestic Support

U.S. agriculture has clearly indicated its willingness to negotiate reductions in
trade-distorting domestic supports as part of an overall agreement that increases
market access in both developed and developing countries. Under the Framework
Agreement countries must commit to “substantive reduction” in domestic support
levels. The WTO categorizes domestic support into the amber, blue and green boxes.

Amber Box—The amber box is composed of domestic support programs that are
used to support prices or are directly related to production and are viewed as “trade-
distorting.” An example is the U.S. marketing loan program. The Framework Agree-
ment calls for “substantive reduction” in trade-distorting domestic support. Any re-
ductions must be balanced against improvements in the area of market access in
order to advance export prospects for our farmers and ranchers.

Blue Box—The blue box includes agricultural support programs that are not re-
lated to production and are considered less trade-distorting.

Green Box—No caps should be placed on non-trade-distorting support. U.S. green
box programs include research, extension, conservation and part of the crop insur-
ance programs.

The negotiations over market access and domestic support must be directly linked
for any substantive agricultural trade liberalization. While the U.S. is able to use
domestic programs to assist producers and keep import tariffs at a low level (aver-
age 12 percent) most nations use high tariffs (average 62 percent, with many tariff
lines over 100 percent) to provide complete import protection in order to assist their
agricultural producers. Both mechanisms of support—tariffs and domestic pro-
grams—need to be addressed together to achieve a successful negotiation.

Export Competition

We support the complete elimination of export subsidies as contained in the
Framework Agreement. Export subsidies are recognized as the most trade-distorting
measure in trade. The European Union (EU) spends from $3 billion to $5 billion a
year on export subsidies and is allowed to spend as much as $8 billion under the
current WTO agreement. The EU accounts for about 88 percent of the world’s export
subsidies and uses them to market products of export interest to the United States.
Farm Bureau also supports the phase-out and elimination of the trade-distorting
practices of State Trading Enterprises, which is also included in the Framework.

Sanitary and Phytosanitary (SPS) Agreement—We adamantly oppose any changes
to the SPS agreement. We urge strong resistance to any attempts by the EU or oth-
ers to allow social or economic considerations to form any basis for applying SPS
measures in exchange for reduction in subsidies, tariffs or any other negotiating
issue.

DISPUTE SETTLEMENT IN THE WTO

One of the major accomplishments of the Uruguay Round was the strengthening
of the dispute settlement system. A rules-based trading regime requires a mecha-
nism for holding nations to their commitments so that following the rules will not
be seen as a competitive disadvantage. With the reduction of trade barriers and the
increase in trade in agricultural products, the opportunities for disputes are ever in-
creasing.

The U.S. has both won and lost WTO trade cases. The U.S. has prevailed in cases
against Japan on apple exports, Canada on grains and the EU on hormones in beef.
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The U.S. lost the case brought by Brazil on cotton. Current disputes involving agri-
culture include softwood lumber with Canada and rice with Mexico.

While we disagree with the Appellate Body’s ruling in the “cotton case,” we have
urged the administration to comply with the ruling. U.S. membership in the WTO
provides a trading system based on rules that helps maintain stable markets for our
exports. A fair and effective dispute settlement system is an important component
of the WT'O’s future leadership role in world trade.

In conclusion, Farm Bureau believes that the completion of a successful WTO
Doha agriculture negotiation is the best way to achieve progress in a wide variety
of international agricultural trade concerns. We believe agriculture’s future con-
tinues to lie in expanding foreign markets and eliminating barriers to our exports.

Continued U.S. membership will help ensure that the WTO has an important and
effective future for the United States and the other member nations. As long as ex-
ports are important to U.S. agriculture, WT'O membership will be important as well.

We look forward to continuing to work with the Ways and Means Committee on
these and other important trade issues.

———

Chairman SHAW. Thank you, sir, for your testimony. Mr.
Klinefelter?

STATEMENT OF WILLIAM J. KLINEFELTER, LEGISLATIVE AND
POLITICAL DIRECTOR, UNITED STEELWORKERS

Mr. KLINEFELTER. Mr. Chairman, Ranking Member, Members
of the Committee, my name is

Chairman SHAW. I do not believe your microphone is on.

Mr. KLINEFELTER. Mr. Chairman, Mr. Ranking Member,
Members of the Committee, my name is William Klinefelter. I am
the Legislative and Political Director of the United Steelworkers
Union. As you may know, we just merged with the Paper, Allied-
Industrial, Chemical & Energy Workers International Union
(PACE), which now makes U.S. the largest industrial union in
North America, with 850,000 members. We now cover almost every
single jurisdiction you can imagine, from pulp and paper to chem-
ical to pharmaceuticals to steel to copper. You name it, the United
Steelworkers Union has it.

We welcome this opportunity to come today and talk about the
future of the WTO. We believe that this operates on two different
levels. We believe it operates on a macro level, what the future will
be, and it also operates on a level of what we are doing in terms
of the current negotiations that need to be done to reform the
WTO, because the WTO is in serious need of reform. We have
looked at what the WTO has done since its foundation in terms of
well how it deals with American trade laws, and we are saying to
the Committee that we must put real pressure on our trade nego-
tiators as they go forward this year in the Doha round to make cer-
tain that our trade laws are not weakened in this round. They
must also concentrate on going back and talking to our trading
partners about what WTO panels have done when they have ren-
dered decisions, because it is our belief that when they have been
rendering these decisions, they have been changing our trade laws
without negotiating about them. That is not, I don’t believe, what
the Congress of the United States believes the WTO should be
doinog. So, we ask you to focus on that with our negotiators at the
WTO.

A second thing that needs to be focused on is what are we going
to do about China in this round of the WTO. Is China going to be
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allowed to sit on the sidelines and gain the benefits of WT'O mem-
bership without adhering to what they’ve already agreed to adhere
to when they got into the WTO? There is a process, a consultation
process, which we set up when they got into the WTO to advise
China without taking them all the way on what they were doing
wrong and what they weren’t living up to. Unfortunately, they
have not been living up to that. They have been walking away from
that. They say it doesn’t apply to them. So, what we are saying is
look what we should do in this round of the WTO: negotiate. Nego-
tiateo all the things that need to be negotiated in this round of the
WTO.

But for those countries who don’t comply with what they have al-
ready agreed to comply to put any benefits that would be gained
by this new round of the WTO to one side until those nations actu-
ally do comply. So, those are two major things that the union
would like to talk about today. The other is a more macro setting.
I think that we believe that there are a couple of things that the
WTO future depends on.

Number one is a consensus in the U.S. Congress over American
trade policy. As you know, right now, there is no consensus in this
Congress. If there had been a consensus, DR-CAFTA would have
gone through here very, very quickly and with no debate. There is
no consensus on DR—CAFTA. There is no consensus on trade pol-
icy. There will not be until we deal with labor rights and trade
agreements and until we deal with environmental rights and trade
agreements. So, the future of the WTO is really dependent upon
American consensus on American trade policy which can only be
done here in the Congress.

Number two, the WTO is dependent upon those developing coun-
tries in the world having the faith in what the WTO does. Right
now, that faith has been shaken in this round of the negotiations,
and it does continue to erode. You know it is all well and good to
say, come up here and say that 95 percent of the people of the
world are—95 percent of the people outside the world are America’s
customers. Well, there are 6 billion in the world, about a billion-
and-a-half of those people make less than one dollar a day. Those
are not very good customers. So, what the developing world is look-
ing at are tremendous pressures in their internal workings. Right
now, in Bolivia they are pressuring the government to nationalize
the gas industry as a source of revenue for that country. In Brazil,
there is a march on the capitol in Brazil because the current gov-
ernment, although he is a good steelworker, has not been able to
make good on the promise of giving land to the peasants. What we
are saying there are other pressures on trade that need to be dealt
with and there are other pressures in the world that need to be
dealt with that are outside of trade. Thank you very much.

[The prepared statement of Mr. Klinefelter follows:]

Statement of William J. Klinefelter, Legislative and Political Director,
United Steelworkers

Mr. Chairman. Members of the Committee. It is a pleasure to appear before you
today on the question of the role of the World Trade Organization and the United
States’ participation in that body.

My name is William J. Klinefelter and I am the Legislative and Political Director
for the United Steelworkers Union. Today, as a result of the merger last month of
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the United Steelworkers of America and the Paper, Allied-Industrial, Chemical and
Energy International Union, the Steelworkers are now the largest industrial union
in North America. We are the most diverse union in the country, representing work-
ers in manufacturing sectors ranging from steel to rubber to glass—to lumber and
paper—to chemicals and energy; and also non-manufacturing sectors such as health
care, services and education.

In short, we represent a substantial cross section of this country and the diverse
interests of our nation.

Mr. Chairman, I will outline the broad concerns of my union and which I believe
are shared by organized labor and working people all across the country.

The World Trade Organization is in serious need of reform. A broad and com-
prehensive reform agenda must be immediately implemented. Without this reform,
the U.S. should terminate its membership in the WTO.

The union urges the Committee to continue a broad oversight of the WTO and
to hold more hearings in the near future.

It has always been the view of the Steelworkers—and I think it’s simple common
sense—that the success of a nation’s trade policy should be judged not by the num-
ber of trade agreements that are negotiated, but by the results they achieve. Our
nation’s trade deficit is skyrocketing. Wages are basically stagnant. The gap be-
tween the haves and the have-nots continues to plague the U.S., and far too many
nations. This, in our opinion, is not a sign of success.

The WTO is supposed to oversee the system and ensure that rules are fairly nego-
tiated and fairly applied. The Steelworkers have always believed that international
trade must be governed by a strong rules-based system. Yet, to the Steelworkers
and most Americans, the WTO appears to be asleep at the switch when it comes
to supporting our interests. In fact, they seem to constantly rule against our laws
and skew the negotiating agenda against our interests.

Let’s be clear: the U.S. has the most open market in the world. Our tariffs, on
a trade-weighted basis, are among the lowest of any nation. We simply don’t have
much more to give.

But, that’s exactly what other nations want U.S. to do. They attack our trade laws
which are designed to simply ensure fair play. They constantly seek to impose new
obligations on the U.S. which were never negotiated. They often block our efforts
when we strive to ensure that the rights of working people around the world are
given a higher priority.

And it’s especially troubling that the record on reviewing our unfair trade laws
clearly indicates that the WTO has an agenda—and that is to attack and dismantle
the basic framework of laws we have on our books that are designed to ensure that
predatory trade practices can be confronted.

This is a recurring problem—yet hard to understand. Injurious dumping, for ex-
ample, is the only activity that is “condemned” in the original GATT drafted in
1947. The WTO, the successor organization to the GATT, seems to have turned this
legal text on its head to the extent that measures to combat injurious dumping are
continually being “condemned.”

And, the Bush Administration is not standing up for these laws: we have a win/
loss record of 2 out of 17 cases brought against the U.S. Day-by-day the Administra-
tion allows our laws and our regulatory framework to be whittled away in a process
known as “gap filling.”

This is a very esoteric area of law—but one that has real repercussions to our
jobs and standard of living.

And, all too often, the WTO stands idly by when other nations refuse to live up
to the commitments they have made.

China became a member of the WTO four years ago. Their record of compliance
with their WTO commitments is seriously deficient. Time and time again, they have
failed to fully implement the promises they made and, in fact, have erected new bar-
riers to our exports.

They’ve done everything they can to throw sand in the wheels of the Transitional
Review Mechanism that they agreed to which was designed to foster a forum at the
WTO for review and implementation of their commitments.

And, our Administration has failed to use the system effectively. It’s become vir-
tually useless.

China deserves to be criticized. But, let’s recognize an important fact: More than
one-third of China’s exports come to the U.S. while only about four percent of our
exports go there. Wal-Mart welcomed roughly $18 billion of China’s exports We have
leverage to force their compliance. Yet, we refuse to use it.

How does this Administration expect to get public support to continue our partici-
pation in the WTO, much less deepen it through the Doha Round, if it allows for
our laws to be attacked without providing an effective and aggressive defense?
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How does it expect to gain public support when it allows China and other nations
to welch on their promises, while we provide an open door?

How does the Administration expect to increase support for trade liberalization
when it turns its back on efforts by the private sector to use the trade laws that
exist—such as Section 4217

How does the Administration expect people to believe that they are negotiating
in America’s interests when they allow China to manipulate its currency but the
President’s Secretary of the Treasury refuses to say they are manipulating the value
of the yuan?

How does the Administration expect U.S. to gain from trade when our intellectual
property is being pirated and counterfeited to a point in excess of 90% in China,
yet our former U.S. Trade Representative, Bob Zoellick, says we don’t have enough
information to bring a case?

Mr. Chairman, a broad reform agenda must be developed and quickly adopted by
the WTO if it is to survive, and if the U.S. is going to benefit from continued partici-
pation. I've outlined just some of the areas for reform. There are many, many more.

One important area needs to be discussed as part of this agenda: the need to en-
sure that benefits that are negotiated are actually received. China has failed to im-
plement the commitments they’ve made. Yet, they are sitting on the sidelines at the
Doha Round waiting to reap its benefits. Apart from the other questions I have
raised, we should recognize that an effective negotiating approach would be to have
our negotiators do their work, but put the benefits on the shelf and not provide
them to the Chinese unless and until they live up to the promises they have already
made. We should be using a carrot and a stick with China.

Mr. Chairman. Clearly, you hear our frustration. But, the questions I've asked,
and the concerns I've outlined, are not just those of the Steelworkers. They are the
concerns of a broad cross section of America’s farmers, workers and businesses.

I thank you for the opportunity to testify and welcome the opportunity to answer
questions.

Chairman SHAW. Thank you, and I thank all the witnesses for
preserving our 5-minute rule. As I read the panel, even though,
Mr. Klinefelter, I think you have been somewhat critical of the en-
forcement, I assume from your testimony that you want to continue
with WTO, but you wanted stricter compliance requirements and
you want our negotiators to work for that. Am I correct?

Mr. KLINEFELTER. Mr. Chairman, the Union’s position has al-
ways been that the WTO needs to be reformed. At some point in
time, if those reforms are not forthcoming—and we cannot make
the WTO reform in terms of our trade laws and reform in terms
of transparency—then I believe that the Steelworkers Union would
say that it is time for U.S. to get out of the WTO.

Chairman SHAW. But you are not there yet?

Mr. KLINEFELTER. We are not there yet.

Chairman SHAW. Fine. Mr. Cardin?

Mr. CARDIN. Thank you, Mr. Chairman. I am pleased that we
had H.J. Res. 27 introduced so we could have this panel before us.
This has been I think a very helpful panel on—and I agree with
Mr. Klinefelter that it is time to reform the WTO. Mr. Sorensen,
I also agree with your point that the focus needs to be on the WTO.
We can all argue what happened with DR—-CAFTA, but we got to
keep our eye on the ball. This Doha round is just so important to
the future of trade that that needs to be our priority, and I also
agree with you, as you know, the request offer approach on services
is not giving the type of results and I like the way that you used
the current liberalization to be a standard to be met on the service
industry, and I want to congratulate you on your testimony.
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Mr. Klinefelter, I want to ask you a question, though. I agree
with your statement. When we went into the Doha round, many of
U.S. were concerned with the inclusion of our anti-dumping provi-
sions on the table. We thought it shouldn’t be on the table. Now
I am thinking that maybe it is a good idea because we have seen
such an erosion, let U.S. take the affirmative. I agree with you that
there has been this use of the dispute settlement process within
the WTO to erode our laws that we legitimately have a right to en-
force. So, it seems to me the Doha round might give U.S. an oppor-
tunity to aggressively advance the rightful rights that we have in
regards to dumping. My question to you is that we have a situa-
tion. In your statement, you say the Bush Administration is not
standing up for these laws. We have a win-loss record of 2-out-of-
17 cases brought against the United States. Day-by-day the Admin-
istration allows laws in our regulatory framework to be whittled
away in a process known as gap filling.

I agree with that statement. I guess my question to you: what
should we be trying to do in this round in regards to dispute settle-
ment resolution process and the effectiveness of our anti-dumping
laws? Is it more aggressiveness in enforcing our laws or is it funda-
mental changes we need in the dispute settlement process within
the WTO?

Mr. KLINEFELTER. Mr. Cardin, I would answer that in this
way. First of all, we fought very hard not to get our trade laws on
the table for these negotiations. The former president of the Union
and myself were in Qatar at those negotiations when they kicked
off this round.

We fought very hard for Mr. Zoellick not to put them on the table
because we believed then as we do now that once something is on
the table for negotiation that there is no place else for U.S. to go
but downhill; that a weakening will take place as the trade laws
become part of the mix of a drive to get a complete agreement on
other areas. As labor people we are very used to negotiations and
we know how negotiations operate and how people trade one thing
for another as they go down the road.

We believe that we actually need to strengthen these laws from
what we’ve seen since 1998. As you know, being a member who has
been involved with steel that without the trade laws of this coun-
try, the basic steel industry would not exist in the United States
today. It would have been divided up piecemeal and it would have
been devastating to these communities. Because we had trade
laws—first the dumping laws, which gave U.S. a brief respite in
the 1998 to 2000 period and then because this Administration im-
plemented the 201 on the recommendation of the International
Trade Commission and the support of this body, we were able to
have a consolidation in basic steel.

If anything, if we are going to support American industry, if we
are going to support their modernization, if we are going to support
the transition of those employees in those jobs that we need to do,
we have to strengthen the trade laws in these negotiations, not
weaken them.

Mr. CARDIN. Well, I agree with you. It is—you are absolutely
correct in your observations. Without the trade laws and the en-
forcement of the trade laws, we wouldn’t have a basic steel indus-
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try in this country today, not because we can’t be competitive, but
because of the subsidized dump steel into the U.S. market, which
really raises the issue of where do we go from where. I sent a letter
also urging this not be on the agenda, because I am worried that
it becomes an issue that gets tied into other matters where we are
trying to make advancement. I would just urge U.S. all to put a
spotlight on how important our trade laws have been and that we
need to make progress in more effectively having a dispute settle-
ment resolution that respects what we have previously negotiated
and stop these appellate panels from legislating and weakening our
laws. Thank you, Mr. Chairman.

Chairman SHAW. Thank you, Mr. Cardin. Mr. Lewis.

Mr. LEWIS OF KENTUCKY. Thank you, Mr. Chairman. Mr.
Messinger, I am interested in your product and how you manage
to export to so many countries. I am a former equipment salesman
so that certainly interested me. Can you describe your experiences
and what advice can you give to other U.S. small-medium firms
that consider exporting to be too complicated or something that
only big firms can manage? Also, do you trade now in Central
America and how important is the DR-CAFTA agreement to your
particular concerns?

Mr. MESSINGER. Well, it is always good to see a fellow sales-
man. Mr. Lewis, we have been in the international market for 40
years, yet we're only a small manufacturer. I think we got into it
because we needed to grow our product base. The United States,
while it is the largest market in the world today, is not a place that
we can grow forever. There is a limited amount of equipment that
we can sell. We manufacture road construction equipment, concrete
paving equipment that makes roads, curb and gutter, sidewalk—
that sort of thing. My advice to smaller companies is be creative.
It is not nearly as difficult to open those doors as some might
think. For example, we are going to use this summer an intern, a
college student, who happens to be fairly fluent in Spanish to go
to Central America to look for distributors and talk to road build-
ing contractors.

Mr. LEWIS OF KENTUCKY. Great.

Mr. MESSINGER. It doesn’t take—it is not going to cost U.S.
very much. He doesn’t need to be paid that much. He is going to
get the experience of a lifetime. His Spanish will be improved and
our market knowledge will be improved. So, we, our company, and
the NAM support DR-CAFTA tremendously because this is going
to do things for our business and all members that manufacture.

Mr. LEWIS OF KENTUCKY. Yes. Thank you.

Chairman SHAW. Mr. Brady.

Mr. BRADY. Thank you, Mr. Chairman. First, I want to con-
gratulate you on a great panel. This has been very interesting and
it spawns about a thousand questions, and even with Mr.
Klinefelter, while I disagree with some conclusions, makes a key
point about aggressively pursuing enforcement of trade laws. It
cuts across parties and areas in a big way.

It is the message I heard you say, each of you say, is that the
world is changing; that it is not enough to buy American anymore.
We have to sell American. We have to sell our products and serv-
ices around the world without discrimination and that to do that,
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like any successful business, you can’t put all your eggs in one bas-
ket. Our trade policy has to negotiate nation-to-nation agreements
that lower those barriers. We have to pursue regional agreements
that lower those barriers, allow U.S. new customers, and through
the WTO, through these rounds, we have to find a worldwide
agreement and progress in a number of different areas.

I talk about that diversification because Central America and the
Dominican Republic is admittedly not a large market. But tell that
to the Farm Bureau who will sell a billion-and-a-half dollars more
agricultural product each year to Central America at a time when
more and more countries are closing off that market. Tell it to our
manufacturers who will sell an estimated $1 billion of widgets to
Central America and should we reject it, which we won’t, but what
we have at risk $4 billion of widgets we would lose selling, which
supports a lot of workers. You look at the services area, where
through this agreement, we have opened up some areas in financial
and insurance and telecom services that support a whole lot of
American workers. We know, given a fair shot, that we are going
to sell those products and services. Central America, as we all
know, already sells almost all their products into America. Almost
all their agricultural products, certainly. Our opportunity here is to
create two-way trade so we get a shot at opening into that market.

A critical part of why we have to have a diversified trade policy,
which brings me to the question. Each of you raised it in one way
or the other. People don’t pay as much attention to it as they
should. What are examples of NTB that our services companies,
our manufacturing companies, and our farm producers are experi-
encing when we try to sell our markets overseas, and maybe, Mr.
Christopherson, we could start with you and work our way down?

Mr. CHRISTOPHERSON. Well, perhaps the issue that comes to
mind right up front is those issues—we call them phytosanitary—
those issues that somebody has decided that for perhaps political
reasons and for trade reasons they do not meet the expectations of
what they want. So, that has been probably our biggest frustration
is those issues that deal with where we can’t agree on quality and
that type of thing.

Mr. BRADY. You see any progress in that area?

Mr. CHRISTOPHERSON. I guess it all depends on how you
measure progress. It is very slow. As you are well aware, the beef
issue with the Europeans kind of came to a resolution here I don’t
know how many years ago now, and we still haven’t really resumed
that level of activity.

Mr. BRADY. In the absence of a world agreement, I think these
bilateral agreements where we reach I think more saner, logical
processes for this I think have been helpful. But you are right. We
got a lot of progress to go. Mr. Messinger?

Mr. MESSINGER. You know I think Europe is the biggest chal-
lenge for us. They have some NTB in the form of the CE Mark and
things associated with that that make it very difficult for small
manufacturers to comply with the boatload of regulations that they
put out front. While I am sure some would say that the regulations
are intended for the benefit of the citizens of Europe, which I don’t
doubt, and I think it has a secondary effect of limiting imports of
products from other countries, particularly the United States.
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Mr. BRADY. Yes, I think that you share that with the agricul-
tural community in Europe, where under the guise of an informed
consumer what you are really doing is keeping products out of the
marketplace so they can’t consume them at all. Mr. Sorensen?

Mr. SORENSEN. I would say in the area of services, the most
important ones are in Asia and Latin America—limitations on own-
ership. In India, for example, an asset management company can-
not own more than 49 percent. It must have a partner. China, 26
percent. In Brazil, there is a monopoly on reinsurance. The govern-
ment is working on that within the scope of the WTO because rein-
surance is a global market. In the area of express services, for ex-
ample, I know for some of our members, Federal Express and
United Parcel Service are having issues with setting up airport and
land facilities in China as freely as domestic companies can. So,
these are, although not necessarily in the framework of the WTO,
they can enter and should enter, for example, the scope of the
WTO.

The DR-CAFTA did away or will do away, once the agreement
is put forth and ratified by Congress, that the Costa Rican insur-
ance monopoly will be dismantled, and that is a major entry for a
market that is not large, but it is meaningful for American insur-
ance companies. So, ownership restrictions I think are one area
that needs to be worked on, both bilaterally and in the WTO area,
as well as the monopolies that some of these countries have in
their nationalized systems.

Mr. BRADY. Great. Mr. Chairman, thank you. This is a great
panel.

Chairman SHAW. Thank you. Mr. Herger?

Mr. HERGER. Thank you, Mr. Chairman, and this is a great
panel, and I appreciate, Mr. Brady, your comments and your line
of questioning. For our—we have our Farm Bureau, Mr.
Christopherson, what new markets accessed do you expect to re-
ceive out of the Doha round and do you have a dollar estimate of
the value associated with what we can gain from an ambitious ag-
ricultural deal?

Mr. CHRISTOPHERSON. I don’t know that we have ever as-
signed any dollar value to it, but if you look at the level of tariffs
now with regard to on an average 62 percent as opposed to our 12,
even a slight reduction is certainly an improvement, and we recog-
nize that this is a work in progress, and it is going to take a while.
We have to understand that. But at the same time, we need to
start. We need to get at it, and we need to recognize that if others
are going to have access to our markets, we need to have access
to their markets and for U.S. to become protectionist in this whole
process that will be, indeed, a folly from the standpoint that the
consuming public is not going to stand for that; much less, we are
producers. We want to have access to all of the goods of other coun-
tries as well as our own.

So, that is part of what trade is all about, and that is going to
be the ultimate goal that we do have. We are not—as U.S. farmers,
we are not afraid of competing with other countries as long as the
playingfield is level, and as long as we deal with the same regu-
latory structure as they do and those types of things, and all of
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those we recognize. They are not going to happen overnight. Yet,
that is our goal.

Mr. HERGER. Just the fact, as you have mentioned, our average
tariff on agricultural goods is only 12 percent. Yet trying to get into
these other markets are 62 percent. It shows what we are up
against as far as leveling the playingfield just in that area. Do you
have any complaints regarding the manner that USTR has con-
ducted consultations with you and the negotiations of the Doha Ag-
ricultural talks and are there any improvements you can suggest?

Mr. CHRISTOPHERSON. I guess it is easy to reflect on past ne-
gotiations and we should have been more firm. We should have
done this. We should have done that, and unless you are sitting at
that table, I guess it is very difficult. I am not so sure that we have
any great advice that hasn’t already been given, but obviously, we
would hope that our negotiators would first of all recognize that
this is important to agriculture and that we need to recognize that
for the health of our industry, of agriculture, as well as for our
share of that portion of the economy which accrues to agriculture
that is, indeed, in our best interest to continue this process of in-
creasing the market access to allow further trade exports.

Mr. HERGER. Certainly the fact that where agriculture is keep-
ing the spotlight on this, keeping the pressure up, if you will, cer-
tainly helps our cause very much. How has the Sanitary and
Phytosanitary Measures Agreement worked in your view? We have
been successful in pushing countries toward eliminating unreason-
able barriers, and we have won a few WTO cases: Japan, apples;
and EU, beef hormones. Yet there are still many instances in
which U.S. exporters cannot bring their agricultural goods to for-
eign markets, particularly in the horticulture area. What can be
done to improve our market access and what does the Farm Bu-
reau do to cooperate with the USDA and USTR in such matters?

Mr. CHRISTOPHERSON. I guess quite simply it is the continu-
ation and the further strengthening of the WTO process. That is,
in our estimation at least—and I thought it was said very well this
morning by the deputy who spoke here saying that without it, it
would be the rule of the jungle. This process is not perfect, but it
is at least, as I have got it figured out right now, it is the only one
we have. So, we need to strengthen that and to continue to give
it the respect that it needs and the try to assess the respect from
the other countries also in this whole process, because it is that
that is going to make this whole thing work.

Mr. HERGER. Thank you very much, Mr. Christopherson, and
each of our panelists, and, Mr. Chairman, thank you for this very
important hearing.

Chairman SHAW. Thank you very much, and I want to add my
appreciation, along with Mr. Cardin to this panel. It has been very
insightful. We very much appreciate your staying with U.S. this
morning, and with that the hearing is adjourned.

[Whereupon, at 12:35 p.m., the hearing was adjourned.]

[Submissions for the record follow:]

Joint Statement of Susan Ariel Aaronson and Jamie Zimmerman, Kenan
Institute of Private Enterprise

As the World Trade Organization (WTQO) prepares to mark its 10th anniversary
this year, few citizens or policymakers are breaking out the champagne to celebrate.
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The global governance institution has much responsibility, little authority, and few
admirers. Moreover, its performance over the ten year period is mixed. The WTO
has made great progress as a global governance institution, but as a vehicle for
trade negotiations, it has been stuck in idle. WTO members have struggled since
November 2001 to focus these talks on the needs of developing countries. Their fail-
ure to narrow their negotiations to development issues is hurting the world’s poor
and undermining the WTO’s legitimacy. The Ways and Means Committee should
pay close attention to this as it weighs the WTO’s record.

As a global governance institution, the WTO provides a venue for nations to han-
dle trade disputes, monitors national trade policies and provides technical assist-
ance to developing country policymakers. When the WTO replaced the GATT on
January 1, 1995, it had 132 members, a staff of some 500, and a budget of approxi-
mately 100 million Swiss Francs. Today it has 149 members, including China, a
staff of 630, and a budget of 169 million Swiss Francs. Its dispute settlement body
has resolved over 300 trade disputes. Clearly, the WTO does a lot, cheaply.

WTO decisions are made by members for members. Because it moves by con-
sensus, decision making is slow and deliberate. Yet its members have successfully
accommodated the addition of new countries with divergent economic, social and po-
litical cultures. Moreover, the WTO has learned from critics who don’t want trade
objectives to undermine the achievement of other important policy goals. Increas-
ingly, dispute settlement panelists are illuminating ways that member states can
protect the environment without distorting trade. The appellate body of the WTO
1s beginning to understand and illuminate ways that nations can achieve other pol-
icy objectives (such as maintaining cultural norms) without distorting trade. More-
over, the WTO is beginning to find ways to ensure that trade does not undermine
human rights. For example, some 47 nations currently ban trade in diamonds that
are not certified under the Kimberley Process (a certification that the diamonds
were not produced in situations where human rights were abused.) This is the first
time thle WTO (or the GATT) has allowed a trade waiver based on a human rights
rationale.

But the WTO staff and leadership can only lead by exhortation. Members hold
the cards and develop the rules, and these same members seem unable to narrow
their negotiations to complete a new round. But in November 2001, when members
agreed to launch a new round they promised to focus on development. The bulk of
the WTQ’s membership are developing countries. Many such countries felt their
needs had been ignored or undermined in the previous rounds. Thus, in 2001 mem-
bers agreed to “commit ourselves to the objective of duty-free, quota—free market
access for products originating from LDC’s.” Yet in the three and a half years since
the Round was launched, these commitments have not been met. To get the negotia-
tions back on track, in July 2004, WTO members agreed to limit the purview of the
negotiations to five key areas—agriculture, industrial tariffs, trade facilitation, de-
velopment issues and services. But as of today, these are talks about talks, and not
commitments.

Why have WTO members been unable to move beyond pretty words to complete
the round? There is an inherent contradiction between the overarching objective ex-
pressed at Doha and the objectives and strategies of industrialized country WTO
members as they negotiate. In general, industrialized country governments deter-
mine their negotiating positions at the national level through a broad debate influ-
enced by parliamentarians, business, labor, and civil society interests. (The EU has
a more indirect route. Trade policy is directed by a committee composed of rep-
resentatives from the 25 Member States and the European Commission. The EU
Parliament is only indirectly involved.) When policymakers determine negotiating
priorities, they focus first on expanding markets for key export sectors, rather than
on meeting the market access needs of their developing country trade partners. This
is not to say these needs are ignored, but they are further down on the list of negoti-
ating priorities.

But the conflict between the overarching objectives of the Round and national ne-
gotiating objectives could be met by further limiting the parameters of the new
round to true development concerns. WT'O members should reduce the purview of
the negotiations to two topics: agriculture and market access. This will not be easy
to do. After all the key advocates of trade liberalization tend to be multinational cor-
porations and many really want new negotiations on services and industrial tariffs.
Policymakers might find it difficult to “sell” the results of such a round to national
legislatures, who generally must pit the economic benefits of greater exports against
the costs of greater imports. But policymakers from many WTO members recognize
their economies will prosper only if they can tap new growing markets in the devel-
oping world. They understand that poverty can breed conditions where terrorism
can grow. Thus, they should make every effort to reduce poverty. And as UN mem-
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bers, they have already made a commitment to halve poverty under the Millennium
Development Goals.

A key beneficiary of a successful development round would be the WTO. If the
WTO fails at meeting the needs of developing countries to trade, it will also lose
much of its legitimacy as a global governance institution. The U.S. would of course
gain too.

The American people have benefited significantly from the WTO warts and all.
Yet the U.S. has not always been supportive of its work. The U.S. has not imple-
mented many of the decisions of the WTO’s dispute settlement body. Moreover, the
U.S. has focused more of its negotiators efforts on bilateral and regional agreements.
At a time when the U.S. commitment to internationalism is already suspect, this
strategy tells our trade partners that the U.S. is more interested in cutting bilateral
or regional deals that it can dominate than committing to the more difficult multi-
lateral negotiations.

Leadership entails making hard choices, helping and inspiring other countries to
make hard choices, and taking risks in the broader interest of global stability. As
the world’s largest trading nation, and the world’s biggest debtor, the U.S. must be
actively involved and supportive of this multilateral institution. While far from per-
fect, the WTO deserves greater American support to make this institution successful
as a venue for negotiations.

Susan Ariel Aaronson is the Director and Jamie Zimmerman the Associate Direc-
tor of globalization studies at the Kenan Institute, Washington, part of the University
of North Carolina’s Kenan Flagler Business School. This written testimony reflects
their views and not that of the University.

——

Statement of Alliance of American Consumers for Affordable Homes,
Alexandria, Virginia

On behalf of the Alliance of American Consumers for Affordable Homes (ACAH),
we wish to thank Chairman Shaw for allowing U.S. to make a written submission
‘(L{JV %}(153) May 17 hearing record on issues related to the World Trade Organization

American Consumers for Affordable Homes (“ACAH”) represents at least 95% of
soft wood lumber consumption in the United States. About 70% of that consumption
is for building or remodeling American homes—soft wood lumber is by far the larg-
est physical input in a typical American house. Thus, buyers, home builders, and
lumber dealers and retailers have been the primary victims of the ongoing trade
wars involving the import of softwood lumber into the United States.

In this connection, we wish to call the Committee’s attention to a severe imbal-
ance in WTO and U.S. trade remedy law.

We as American consumers, are treated considerably worse in trade remedy pro-
ceedings in the United States than U.S. producers. It is important to note that the
housing construction industry employs more than 6.5 million workers, 25 to one
when compared with those in the U.S. forestry industry. In legal terms, this means
that we do not have “standing” in the cases, and that we can submit confidential
information, but never see the replies of the other parties.

The Congress could remedy this by legislation, but realistically, the U.S. would
make no changes in its legislation unless other WT'O members change theirs. Con-
sequently, we request the Committee to urge USTR to include in the WTO Anti-
dumping Agreement, Agreement on Subsidies and Countervailing Measures, and
Safeguard Agreement, the following items:

e Equal standing for consumers (including distributors, retailers and end-users of
the imported product, and possibly downstream industries as well) with at least
foreign producers, and logically with U.S. producers. Why should the U.S. Gov-
ernment express a preference for U.S. producers over U.S. consumers, especially
as “consumers” are frequently themselves U.S. producers?

e An absolute rule that duties, quotas, or other measures taken under trade rem-
edy laws (including antidumping and countervailing duties, and safeguards)
never exceed the injury caused by the dumping, subsidies, or increase in im-
ports. Before the imposition of any trade distorting measure, a determination
be made that the measure, including its amount and duration, be found to be
in the “public interest”, including specifically a determination of the impact on
consumers, and that the impact is less than the benefit to local producers.

e A requirement that no duties be charged on imports destined for customers
whose orders for the domestic like product have been refused by domestic pro-
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ducers (for example, after the damaging hurricanes in Florida in 2004, rebuild-
ing was severely hindered by shortages of cement and softwood lumber caused
by existing antidumping and existing trade remedy measures, in circumstances
where domestic producers could not supply the demand). We note that the Eu-
ropean Union has such a provision in its trade remedy laws.

e In any case which is resolved through negotiation rather than the imposition
of measures, U.S. consumers be given identical rights of consultation as pro-
ducers and, that no settlement be made which does not give equal weight to
the interests of local consumers and producers.

We urgently request the Committee to instruct the Department of Commerce to
undertake no settlement of the softwood lumber cases without first preparing and
making public for public comment a neutral analysis by the General Accounting Of-
fice of the costs to U.S. consumers and benefits to U.S. producers of any proposal
under consideration.

Finally, we urge the Committee to undertake an in-depth evaluation of the func-
tioning of antidumping laws. We note that the U.S. Department of Commerce in the
softwood lumber case found an average antidumping margin of 8% for a period of
investigation during which the average price in Canada of softwood lumber was 18%
lower than the average price of Canadian softwood lumber sold in the United States.
The Committee should request Commerce to identify the source of this 26% diver-
gence.

Please feel free to contact Susan Petniunas with any questions. Thank you for the
opportunity to comment.

Participants of Alliance of American Consumers for Affordable Homes:
American Homeowners Grassroots Alliance

Catamount Pellet Fuel Corporation

CHEP

Consumers for World Trade

Free Trade Lumber Council

Furniture Retailers of America

Home Depot

International Sleep Products Association

Manufactured Housing Association for Regulatory Reform
Manufactured Housing Institute

National Association of Home Builders

National Black Chamber of Commerce

National Lumber and Building Material Dealers Association
National Retail Federation

Retail Industry Leaders Association

United States Hispanic Contractors Association

———

Statement Of Cold Finished Steel Bar Institute

The Cold Finished Steel Bar Institute (CFSBI) appreciates the opportunity to pro-
vide this statement for inclusion in the written record and for consideration by the
Subcommittee on Trade of the Committee on Ways and Means pursuant to the pub-
lic hearing held May 17, 2005, to review future prospects for U.S. participation in
the World Trade Organization (WTO). In particular, the CFSBI appreciates Chair-
man E. Clay Shaw for convening this hearing and permitting the CFSBI and other
interested parties to present their views on this important and timely topic.

The CFSBI is a trade association representing approximately 60 percent of the
North American cold finished steel bar industry. The CFSBI’s overall mission is to
promote and encourage beneficial and useful growth and development of the cold
finished steel bar industry and to foster, among the public, the government, and
major user groups, an awareness and recognition of matters and conditions of im-
portance to or affecting the industry.

The focus of the Subcommittee’s hearing is to examine: (1) overall results of U.S.
membership in the WTO and the GATT, (2) whether future participation of the
United States in the WTO and the multilateral trading system can be expected to
benefit Americans, and (3) prospects for increased economic opportunities for U.S.
farmers, workers, and consumers in the Doha Round of multilateral trade negotia-
tions. In announcing the hearing, Chairman Shaw stated, in part: “The WTO has
proven to be a useful forum for building trade relationships and working out dis-
putes. I cannot imagine anyone seriously thinking that we are better off without the
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WTO, but it is important that Congress continually review and oversee how the sys-
tem works.”

The CFSBI does not advocate withdrawal of the United States from the WTO. The
CFSBI does not dispute that the WTO agreements have been useful for building
trade relationships and opening up markets to certain U.S. goods and services. The
WTO has also further strengthened the existing platform for building on positive
developments in the future.

However, as the Subcommittee is aware, a primary focus of certain U.S. trading
partners has long been to undermine U.S. trade remedy laws through whatever
means possible. Unfortunately, from the CFSBI’s perspective, creation of the WTO
was itself a movement in that direction. These WTO members are continuing their
efforts now by seeking ruinous amendments to the trade remedy provisions of the
WTO agreements in the context of the ongoing Doha Round negotiations.

The CFSBI urges the Subcommittee to actively monitor these negotiations and re-
sist any attempt by the Administration to consider further weakening U.S. trade
remedy laws. At the same time, the Subcommittee should press the Administration
to clarify and improve the current trade remedy provisions in key respects so as to
effectuate the intent originally underlying the agreements. A particular area of con-
cern is the WTO Dispute Settlement Understanding (DSU). The DSU’s deficiencies
have become apparent over time. The plain facts demonstrate, and the Administra-
tion has confirmed, that WTO panels and the Appellate Body regularly exceed their
authority and misinterpret the applicable agreements. Therefore, consistent with
the Administration’s stated objectives, a U.S. negotiating priority should be to
amend the DSU and ensure that WTO panels and the Appellate Body respect prop-
er limitations on their adjudicative role.

TOPL}:RISORITY MUST BE GIVEN TO PRESERVING U.S. TRADE REMEDY
W

Preserving U.S. trade remedy laws is the CFSBI’s highest priority. The CFSBI
urges the Subcommittee and Congress as a whole to adopt a similar view. U.S. sup-
port for the WTO, and before that the GATT, has always hinged on the agreements
condemning unfair trade practices and ensuring the ability of governments to de-
fend against unfair and otherwise injurious trade. This remained a strongly voiced
U.S. priority at the time the current round of trade negotiations was launched in
Doha in 2001.

The Doha Ministerial declaration called for “clarifying and improving” the rules
under the Antidumping Agreement and Subsidies and Countervailing Measures
(SCM) Agreement, with the goal of “preserving the basic concepts, principles and
effectiveness of these Agreements.” This language should not be interpreted now as
signaling an intention to weaken the agreements or the corresponding provisions of
the U.S. antidumping (AD) and countervailing duty (CVD) laws. Congress set out
its view of this mandate and of U.S. negotiating objectives in the Trade Act of 2002:

to preserve the ability of the United States to enforce rigorously its trade laws,
including the antidumping, countervailing duty, and safeguard laws, and avoid
agreements that lessen the effectiveness of domestic and international disciplines on
unfair trade, especially dumping and subsidies, or that lessen the effectiveness of
domestic and international safeguard provisions, in order to ensure that United
States workers, agricultural producers, and firms can compete fully on fair terms
and enjoy the benefits of reciprocal trade concessions....

The need for strong and effective trade remedy laws is at least as strong today
as it was in 2001. Following the steel crisis in 1997-1998, and the much-deserved
safeguard assistance provided by the Administration with Congress’ support in
2002, the surge of low-priced imports temporarily receded. The U.S. steel industry,
including manufacturers of cold finished steel bar, embarked on a dynamic trans-
formation through modernization, consolidation, and restructuring. According to the
American Iron and Steel Institute, the industry as a whole has invested $4 billion
to date in this process, resulting in more consolidation in the past two years than
in the previous two decades.

However, imports have again begun increasing. Looking just at cold finished steel
bar, imports in 2004 increased to 268,897 tons, 25 percent higher than 2003. The
2004 import level exceeded that of 2001, the year before the Administration imposed
safeguard tariffs. Imports during January and February 2005 were higher than in
over a decade for either of these two months. Imports increased their percentage of
apparent domestic consumption, as well, to 16.5 percent in 2004, from a little less
than 14 percent in 2003. Moreover, at the current pace, imports in 2005 will exceed
2004 levels by over 50 percent.

The WTO members now anticipate concluding the Doha Round negotiations by
the end of 2006, in time to take advantage of U.S. trade promotion authority (TPA)
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procedures, which likely will expire by mid-2007. Therefore, much of the substance
of a final negotiated package will presumably have to be in place by the time of the
Hong Kong ministerial conference in December of this year.

It 1s against this backdrop that certain WTO members—all perennial unfair trad-
ers—have made numerous negotiating proposals seeking not to clarify or improve
the agreements, as called for by the Doha Ministerial, but rather to transform their
substance, making unfair trade relief more difficult to obtain, more limited in scope,
and shorter in duration. Even more significantly, we sense that the Administration
may be willing to agree on behalf of the United States to do just that—substantially
weaken the trade remedy laws in order to advance the negotiating process and ob-
tain concessions in other issues such as agriculture and services. It is essential that
Congress exercise its oversight authority, consistent with previous pronouncements,
to resist such efforts and fully preserve the integrity of U.S. trade laws.

The CFSBI urges Members of the Subcommittee to play an integral role in this
regard. Please reaffirm that backtracking will not be tolerated on previous U.S.
pledges to the steel industry and other vital domestic industries to maintain strong
and effective trade remedy laws. Engage members of the steel and other caucuses
to organize broader efforts within Congress. Voice a strong, persuasive, and con-
sistent message to the Administration that any weakening of the trade laws is not
acceptable and will not be approved by Congress. Raise these issues at every oppor-
tunity, including through letters to the President and direct representations to key
Administration officials.

Active participation by this Subcommittee and Congress in past negotiations has
been instrumental to obtaining as favorable an outcome as possible. Thus, the Sub-
committee should also coordinate the formation of a delegation from Congress to at-
tend key events concerning the Doha negotiations. This should include, in par-
ticular, the Hong Kong ministerial in December. Demonstrating that weakening the
trade laws during the present negotiations will not be approved in Congress is a
substantial incentive for the Administration and our trading partners to avoid put-
ting such changes into the WTO agreements.

THE WTO ADJUDICATIVE PROCESS MUST BE REFORMED

The WTO authorizes binding dispute settlement through the DSU, which the
United States supported during the Uruguay Round negotiations creating the WTO.
Since entering into force, however, the flaws in the DSU have become all too appar-
ent. The WTO tribunals have misused their authority and misinterpreted the rel-
evant agreements to rewrite the rules governing trade remedy investigations to a
significant extent, thus thwarting the intent of the United States and other WTO
Members in negotiating the relevant WT'O agreements. The CFSBI urges the Sub-
committee to ensure that the Administration makes this issue another U.S. trade
negotiating priority.

Specifically, WTO panels and the Appellate Body regularly (1) disregard specific
limitations in the DSU on their exercise of discretion, (2) exploit ambiguities wher-
ever possible to the benefit of complainants, and (3) go out of their way to interpret
“silent” provisions or gaps in the relevant agreements as imposing obligations on,
or limiting the discretion of, national investigating authorities. In Section 2101(b)(3)
of the Trade Act of 2002, Congress recognized the seriousness of this issue: “Support
for continued trade expansion requires that dispute settlement procedures under
international trade agreements not add to or diminish the rights and obligations
provided in such agreements.” However, Congress found that:

(A) the recent pattern of decisions by dispute settlement panels of the WTO and
the Appellate Body to impose obligations and restrictions on the use of antidumping,
countervailing, and safeguard measures by WTO members under the Antidumping
Agreement, the Agreement on Subsidies and Countervailing Measures, and the
Agreement on Safeguards has raised concerns; and

(B) the Congress is concerned that dispute settlement panels of the WTO and the
Appellate Body appropriately apply the standard of review contained in Article 17.6
of the Antidumping Agreement, to provide deference to a permissible interpretation
by a WTO member of provisions of that Agreement, and to the evaluation by a WTO
member of the facts where that evaluation is unbiased and objective and the estab-
lishment of the facts is proper.

There are many well-documented examples of this growing problem. Most appar-
ent is a general tendency on the part of panels and the Appellate Body to ignore
the appropriate standard of review in AD/CVD cases. The tribunals persistently im-
pose obligations and restrictions on the use of trade remedies that are not found
in the agreements and were never intended or negotiated by the WTO members.
Likewise, the tribunals substitute their judgment improperly for that of the inves-
tigating authorities. In the case of the Antidumping Agreement, in particular, as re-
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ferred to by Congress in the quote above, the United States demanded inclusion of
a specific standard of review provision, Article 17.6, to ensure deference by WTO
panels and the Appellate Body to findings of fact and law by investigating authori-
ties. However, even many opponents of trade remedies agree that such deference is
often completely lacking.

The result of panels and the Appellate Body overreaching their authority is, for
one, to offset the balance of rights and obligations that the United States negotiated
in the Uruguay Round, which must be restored in the current negotiations. Only
in this manner can Congress and domestic industries regain faith in the effective-
ness and sustainability of the WTO and the U.S. commitment to the international
trading system as it currently stands. To accomplish these goals, specific revisions
are required in the text of the DSU.

To begin, the CFSBI supports the joint Chile-U.S. proposal to the WTO to provide
“additional guidance to WTO adjudicative bodies” regarding (1) the nature and scope
of the task presented to them (e.g., when the exercise of judicial economy is most
useful), and (2) rules of interpretation of the WTO agreements. Consistent with this
proposal, the DSU should emphasize that the role of adjudicative bodies is only to
clarify the existing provisions of covered agreements, which requires restraint in
considering issues on which findings are not necessary to resolve the matter. Spe-
cifically, DSU Article 11 should be amended to eliminate the ability of panels to
make “such other findings as will assist the [WTO Dispute Settlement Body] in
making recommendations or in giving the rulings provided for in the covered agree-
ments.”

In addition, the rules of interpretation should emphasize that panels and the Ap-
pellate Body are to defer to WTO Members’ reasonable interpretations of existing
agreement provisions and to refrain from filling any apparent gaps in the text of
agreement provisions. In this regard, DSU Article 3.2 should be amended to clarify
that (1) Members are presumed to have acted in conformity with their WTO obliga-
tions, (2) words or concepts cannot be imputed into agreements, (3) reasonable inter-
pretations of covered agreements by Members should be permitted, and (4) gaps in
the text of agreements reflect the absence of an agreement and must be respected
as such.

Furthermore, Article 17.6 of the AD Agreement (and a corresponding provision of
the SCM Agreement) should be amended to clarify that the standard of review con-
tained in those agreements supplants any other standard of review. Article 11 of
the DSU should also be amended to refer to those provisions of the AD and SCM
Agreements and to the inapplicability of the DSU standard of review to disputes
under those agreements.

The CFSBI also supports including a provision in the DSU that adapts Articles
31 and 32 of the Vienna Convention on the Law of Treaties to accommodate the
needs of WTO dispute settlement. Such WTO-appropriate rules of interpretation
could include, among other things, requiring consideration of “any” subsequent prac-
tice; permitting reliance on formal proposals and meeting minutes otherwise pub-
licly available and posted on the WTO website in conjunction with the DSU and
Doha negotiations as a contemporaneous record of the negotiations; and clarifying
the use of external aids to inform the interpretation of any term with a “special
meaning” that is otherwise defined by the agreement.

CONCLUSION

The CFSBI supports U.S. membership in the WTO. The CFSBI also embraces
greater trade liberalization and recognizes the need for the WTO to evolve accord-
ingly. However, increasing trade liberalization does not equate to sanctioning unfair
or otherwise injurious trade; and winning concessions on other issues should not
come at the expense of essential U.S. manufacturing industries, such as steel.

The U.S. steel industry has made a dramatic turnaround in recent years—with
the assistance of the Administration and Congress and the trade remedy laws cur-
rently in place. However, imports are already on the rise again, a trend that will
only continue, in large measure from the very countries that advocate weakening
the WTO trade remedy provisions. The United States has consistently pressed the
view that strong and effective trade remedy laws are an essential and positive com-
ponent of a sound trade policy, both in the short and long term. The CFSBI urges
that the Subcommittee both demand and help organize a sustained Congressional
effort to ensure that the United States maintains this position in the current WTO
negotiations.
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Again, the CFSBI is grateful for this opportunity to provide its views and can ad-
dress any questions or provide any additional information that might be considered
helpful.

Respectfully submitted,
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Statement of Jonathan Gold, The Retail Industry Leaders Association,
Arlington, Virginia

The Retail Industry Leaders Association (RILA) welcomes the opportunity to sub-
mit written comments for the record of this hearing on the Future of the World
trade Organization. RILA strongly supports continued U.S. membership in the WTO
and participation in WTO-based trade liberalization.

RILA and the Retail Sector

The Retail Industry Leaders Association (RILA) is an alliance of the world’s most
successful and innovative retailer and supplier companies—the leaders of the retail
industry. RILA members represent almost $1.4 trillion in sales annually and oper-
ate more than 100,000 stores, manufacturing facilities and distribution centers na-
tionwide. Its member retailers and suppliers have facilities in all 50 states, as well
as internationally, and employ millions of workers domestically and worldwide.
Through RILA, leaders in the critical disciplines of the retail industry work together
to improve their businesses and the industry as a whole.

The retail sector, along with the suppliers and customers that it serves, is an es-
sential part of the U.S. economy. Retailers provide good jobs with good benefits, cre-
ating opportunities at every level of employment ranging from entry-level employ-
ment, part-time work, and jobs for non-skilled workers, to technology professionals,
logistics experts and market analysts. Retailers serve the consumer goods market,
an essential driver of the U.S. economy; they also serve the global market for con-
sumer goods and bring U.S. products to the foreign markets where they operate.

Virtually all of RILA’s members, both retailers and suppliers, rely on inter-
national trade to conduct their businesses. Our members depend on imports of both
finished consumer products and production inputs for merchandise that will eventu-
ally be sold at retail. They also seek opportunities to expand retail outlets in coun-
tries that are open to U.S. investment and expand market access for American prod-
ucts.

Importance of Continued Participation in the WTO

A liberalized, rules-based trading system is essential to U.S. economic success and
serves other important U.S. foreign policy objectives as well. The WTO agreements
help sustain an open trading regime for goods and services, and the WTO itself pro-
vides an essential institutional forum for further rules-based liberalization of inter-
national commerce. The WTO’s rules and institutional arrangements, which reflect
intensive U.S. negotiating efforts over several decades, help ensure that the United
States succeeds economically in the many areas where it has a comparative advan-
tage.

Participation in the WTO (and its predecessor, the General agreement on Tariffs
and Trade) has enabled U.S. to marry liberalization of the U.S. trade regime—a
beneficial step in its own right—to increased access around the world for U.S. pro-
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ducers, farmers and service suppliers. And there are many more benefits which par-
ticipation in the WTO can yet deliver—notably including further opening of the re-
tail and distribution sectors in key emerging markets around the world.

RILA accordingly urges the defeat of H.J. Res. 27, introduced March 2, 2005,
which would rescind Congressional approval of the WTO agreements. Passage of
this Resolution would harm the United States economically and undermine hard-
won U.S. accomplishments over the last half-century in liberalizing trade and ad-
vancing the rule of law. Rather than repudiating the WTO agreements, the United
States should rededicate itself to the success of the current negotiating round—the
Doha Development Agenda—as the surest path toward advancing efficient resource
allocation, consumer welfare, and market access for U.S. products, sustainable de-
velopment, and general economic prosperity.

Conclusion

RILA congratulates the Committee for its attention to and oversight of U.S. par-
ticipation in the WTO. WTO-based trade liberalization has been, and remains, an
essential element of America’s economic success story. Passage of H.J. Res. 27 would
impair our access to the trading system’s benefits at a time when we need those
benefits more than ever before. If RILA can be of any assistance in ensuring a deci-
sive vote against this damaging resolution, please contact Lori Denham, Senior Vice
President—Policy and Planning or Jonathan Gold, Vice President—Global Supply
Chain Policy.

Statement of John E. Howard, U.S. Chamber of Commerce

The U.S. Chamber is pleased to comment on the future of the World Trade Orga-
nization (WTO). Nearly sixty years ago, after the twin disasters of world depression
and world war, the United States led the fight for a global rules-based trading sys-
tem that would create new markets for U.S. businesses and new jobs for U.S. work-
ers. We have also led by example by maintaining low trade and investment restric-
tions that are often not reciprocated by our trading partners.

However, notwithstanding the GATT/WTO system’s contributions to economic
growth worldwide, the uneven distribution of that growth and attendant benefits
continues to threaten already tenuous public support here and abroad for continued
trade liberalization. This ambivalence is partly reflected in the scaling back of what
was a truly ambitious Doha Development Agenda (DDA) work program adopted in
November 2001.

Absent a clear and unmistakable demonstration of commitment by the U.S. and
other leading nations to the viability of the WTO—as an organization, a set of rules
and a process for achieving more trade and investment liberalization—we are deeply
concerned at the very real prospect that continued progress in international trade
and investment liberalization may wither on the vine, to the detriment of U.S. and
global interests.

We recognize the benefits that “competitive liberalization” as practiced by this ad-
ministration has had for U.S. businesses and workers. If one bilateral negotiation
does not present a viable framework for achieving results, we should find another
one. The truly impressive list of recently-concluded bilateral free trade agreements
shows progress can be made. However, U.S. global economic interests require that,
at some core level, we continue to insist on the application of comprehensive, mod-
ern trade rules on a multilateral basis.

Therefore, the U.S. and other nations must do their best to ensure that the Doha
Development Round yields additional progress. We envision a continuing core agen-
da for progress as necessarily including the following:

o Agriculture. This trilogy of issues—market access restrictions, export subsidies
and domestic supports—has represented in many ways a “clash of the Titans”
in that so much of the world trading system’s potential rests on an ability and
willingness of the world economy’s major players to agree to impose significant
new discipline on these costly and contentious practices.

o “Non-agricultural market access.” Tariff and NTB reduction and elimination not
only means improved access to foreign markets for a wide variety of U.S. ex-
porters. But it has also been estimated that U.S. tariff elimination could save
American families an estimated $18 billion a year in import taxes collected on
everyday household items.
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e Trade in Services. Service industries account for roughly eighty percent of U.S.
employment. International trade in some services (for example, banking, insur-
ance, the legal profession, accounting, and telecommunications) was first subject
to multilateral trade negotiations in the 1994 Uruguay Round. However, it soon
became clear that negotiating a comprehensive approach to trade in services
would need to be much more ambitious and cover far more ground.

e In addition, trade facilitation initiatives provide significant opportunities to
achieve real, nuts-and-bolts improvements for businesses of all sizes. Progress
in such areas as port efficiency, customs procedures and requirements, the over-
all regulatory environment, and automation and e-business usage will prove es-
pecially valuable to smaller and medium-sized enterprises.

There are many other issues—notably including the need for improved trans-
parency in dispute settlement as well as resolution of such outstanding issues as
investment, government procurement, and intellectual property—that must be ad-
dressed, whether in a WTO context or otherwise. Additionally, an emerging diver-
gence in regulatory rulemaking poses potentially costly new obstacles to open com-
merce; future negotiations must strive for regulatory compatibility among the
world’s key economies. Finally, a negotiated agreement must prove acceptable to the
U.S. public, and by extension the U.S Congress. This means care must be taken not
to negotiate premature and unwarranted concessions in U.S. unfair trade laws or
their enforcement.

The U.S. Chamber intends to participate very closely in all relevant fora leading
up to a successful conclusion of the Doha Development Round, and will have more
to say on all of these issues in the weeks and months ahead. We look forward to
working with this and other Committees as they continue to conduct their constitu-
tionally-mandated oversight of these and all trade negotiations.

———

Statement of Mary Irace, The National Foreign Trade Council, Inc.

The National Foreign Trade Council (NFTC) appreciates the opportunity to pro-
vide its views on the World Trade Organization (WTO) as part of the five-year con-
gressional review of the WTO, as provided under Sections 124-125 of the Uruguay
Round Agreements Act of 1994. The NFTC is an organization of 300 American com-
panies which supports the advancement of open and rules-based trade. We strongly
support the WTO for several fundamental reasons and urge Congress to resound-
ingly defeat H.J. Res. 27 which would withdraw U.S. approval of continued partici-
pation in the WTO.

The WTO |/ GATT Serve as the Bedrock Foundation of the Global Trading System

The WTO and its predecessor the General Agreement on Tariffs and Trade
(GATT) have served as the foundation of an open and rules-based multilateral trad-
ing system since the GATT’s founding in 1948. Its original purpose of raising stand-
ards of living by eliminating barriers to trade and expanding peaceful trade among
nations is as important today as it was in 1948. As the largest single trader world-
wide, the United States has an enormous stake in ensuring that the WTO remains
a vital institution in removing barriers to trade and ensuring that trade is based
on the rule of law rather than the rule of the jungle.

Since the GATT was first established, the United States has been as a leading
voice and proponent of eight “rounds” of trade negotiations. Each negotiation has
aimed to remove a wider range of barriers. Concluded in 1994, the last round of
multilateral trade liberalization negotiations—the Uruguay Round—expanded mar-
ket access and trading rules to cover major new areas of critical importance to
American business, workers and farmers by including for the first time agriculture,
services and intellectual property rights. It also formally created the WTO as a
stand alone institution and established effective dispute settlement rules for the
first time, which was a primary objective of the United States during the Uruguay
Round. As the recent USTR report highlights, the benefits to the United States from
its participation in the WTO have been wide-ranging and of enormous impact to the
average working family, and American exporters, workers and farmers.

A Successful Doha Development Agenda is of Vital Importance to the United States

The United States is in the midst of another major new round of trade liberaliza-
tion negotiations—the Doha Development Agenda (the “Doha Round”)—launched in
November 2001. The Doha Round is perhaps more important than any previous
round because of the active participation of developing countries and the prolifera-
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tion of regional trade agreements, many of which exclude the United States. This
year is critical to the ultimate success of the round with the upcoming Hong Kong
Ministerial meeting in December and the general consensus that the round must
conclude in 2006 at the latest. Time is running short.

In early 2002, the NFTC issued a comprehensive set of bold proposals and rec-
ommendations for the Doha Round centered on achieving high levels of market ac-
cess in industrial goods, services and agriculture, as well as new rules on trade fa-
cilitation. The NFTC and its members continue to believe that the only outcome
worth aiming for in the Doha negotiations is an ambitious one. This means the ac-
tive participation of all WT'O Members, especially middle income developing coun-
tries, in addition to the United States, the European Union and other advanced in-
dustrialized countries.

With respect to the spread of bilateral and regional trade agreements, the NFTC
supports high quality and commercially meaningful Free Trade Agreements between
the United States and its trading partners. However, an ambitious outcome to the
Doha Round has the potential to liberalize trade among a much larger number of
U.S. trading partners—close to 150 nations which belong to the WTO. Importantly,
new access to major emerging and middle income markets such as Brazil, China,
India, Malaysia, Turkey and other countries will likely only be achieved in the near
term through the WTO. Tariff and non-tariff barriers remain high in many of these
countries and the Doha Round offers a unique opportunity to reduce and eliminate
them. If there are no substantial market access outcomes in these and other devel-
oping countries, it will be difficult to generate enthusiasm in the American business
community for the final agreement.

U.S. Leadership Must Focus on Achieving A High Level of Ambition and Win-Win
Outcomes

The NFTC has focused on ambitious outcomes across the range of issues in the
Doha Round for two reasons. First is that the United States has major market ac-
cess negotiating objectives in all major areas of the negotiation. Second, and just as
important, is that achieving a high level of ambition across all areas will enable all
WTO members to secure “win-win” outcomes through major new market access.
This in turn will create positive momentum for the final agreement and will allow
every WT'O member to make the necessary tradeoffs or overcome politically sen-
sitive issues. Major new multilateral trade liberalization and improved trade rules
will grow the global economy, strengthen national economies, raise living standards
and alleviate poverty.

The recent “Mini-Ministerial” meeting in Paris on May 4 was a positive indication
that ministers are focusing on getting the job done and leading the negotiations in
an ambitious direction. We strongly support this outcome, as highlighted in the
range of positions we have issued. Most recently we issued a position paper on
GATS Mode 4 addressing the temporary movement of business personnel in the de-
livery of services. We believe the United States has pro-active and strategic inter-
ests on GATS Mode 4, and we also recognize that it is an essential component of
an overall ambitious agreement on broader services, industrial goods and agri-
culture. We urge Congress to maintain a commonsense approach on this issue that
focuses on enhancing U.S. global competitiveness.

The United States, under the able leadership of former USTR Ambassador
Zoellick, Ambassadors Deily and Allgeier, and the entire team at the USTR and
other agencies such as the Commerce Department, have done a remarkable job in
achieving solid progress in the Doha negotiations and leading the trade talks in a
direction of “can do” rather than “won’t do”. We have full confidence that Ambas-
sador Portman will continue to lead U.S. in the direction of achieving an ambitious
and meaningful conclusion to the Doha Round.

The stakes in this ninth round of multilateral trade negotiations are high. The
outcome will, we believe, determine the future credibility and relevance of the WTO
to the realities of the global marketplace. If not, then we miss a critical opportunity
to make major advancements, rather than piecemeal, in the breaking down of trade
barriers. This round is a test of political leadership and commitment to multi-
lateralism as a main vehicle for stimulating trade and improving trade governance.
A modest outcome will not in our view be sufficient to ensuring that multilateralism
keeps pace with growing regionalism, which is counter to the most basic WTO prin-
ciple of non-discriminatory trade treatment.

We urge Congress to support an ambitious outcome to the Doha Round and con-
tinued U.S. participation in the WTO by voting against H.J. Res. 27.

The NFTC appreciates the opportunity to submit this statement.

——
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North Dakota Wheat Commission
Bismarck, North Dakota 58503
May 20, 2005

The Honorable E. Clay Shaw, Jr.
Chairman

Subcommittee on Trade

House Committee on Ways and Means
1104 Longworth House Office Building
Washington, D.C. 20515

Dear Mr. Chairman:

We thank you for holding the hearing on May 17, 2005 to review the future pros-
pects for U.S. participation in the World Trade Organization (WTO). We concur with
your comments supporting U.S. membership in the WTO and that the organization
is a useful forum for building trade relationships. We also agree that Congress
should review and oversee how this multilateral trade system works. For, while the
system has succeeded in many cases, challenges and obstacles do remain. The North
Dakota Wheat Commission (NDWC) submits this written statement to your Com-
mittee and respectfully requests that it be made a part of the hearing record.

The WTO provides an international means by which its Member countries can ad-
dress critical issues facing the short and long-term export competitiveness of many
U.S. agriculture products, including wheat produced in North Dakota. These issues
range from freer market access in customer countries to disciplines on export sub-
sidies and State Trading Enterprises (STEs) in competitor countries. As world trade
expands, the NDWC believes that the United States must continue to play an active
role in establishing the rules for international trade if our wheat producers hope to
have a profitable and competitive future.

Addressing the unfair trade practices and subsidies of competing wheat exporters
can be achieved to a certain degree through U.S. laws and bilateral trade agree-
ments, but it is also clear that an international body like the WTO is needed to com-
plement limitations in those national or bilateral trade regimes. One example of this
is the ongoing trade distortions caused by the Canadian Wheat Board (CWB), a Gov-
ernment of Canada STE, which engages in unfair wheat pricing and unfairly com-
petes for market share because of its vast array of government protections and sub-
sidies. The CWB has a longstanding history of questionable practices aimed at sys-
tematically creating and developing a competitive advantage on a non-commercial
basis in wheat markets around the world. It is the largest exporter of wheat in the
world and its protected and subsidized monopoly status (which grants it exclusive
rights, provides government financial guarantees, and protects its domestic market)
allows it to distort world wheat trade and critically reduce market share and market
value for competing wheat exports from the United States.

Notably, progress and reform of the international wheat market was steady
throughout the 1990s, with the exception of the CWB. In 1990, 90 percent of all
international wheat purchases were made by governments. That number is now
closer to 40 percent and continues to fall. Ironically, China entered into WTO mem-
bership having agreed to more disciplines on its STEs, including the introduction
of private-sector imports, than Canada—the United States major trading partner—
has ever entertained. Clearly, with regard to the status and functioning of STEs,
the WTO and its Agreements have failed.

U.S. trade laws have provided some relief for North Dakota’s wheat producers in
our own domestic market, but further work is needed in international markets if
we are to have a viable future in export markets for our wheat. It is critical that
U.S. wheat producers have access to foreign markets and a fair chance to compete
for the highest valued sales possible in the world market. Undisciplined, govern-
ment-subsidized STEs are a real threat to that future.

The U.S. Trade Representative (USTR) has been a key supporter in our efforts
to bring a more focused and global attention to the problems that STEs create in
the international wheat market. At the urging of North Dakota wheat producers,
and with support from all three national wheat organizations, the USTR launched
a Section 301 investigation into the wheat trading practices of Canada and the CWB
in October 2000. As a result, the USTR found that the acts, policies and practices
of the Government of Canada and the CWB are unreasonable and burden or restrict
U.S. commerce. It found the CWB to have numerous government protections, privi-
leges and subsidies which enabled it to unfairly erode both market share and mar-
ket value for U.S. wheat producers and which infringe on and undermine the integ-
rity of a competitive trading system. The investigation also concluded that the CWB
is in all significant respects an arm of the Government of Canada. See USTR Af-
firmative Finding in Response to NDWC Section 301 Petition, Investigation No.
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301-120, February 15, 2002; see also Wheat Trading Practices: Competitive Condi-
tions Between U.S. and Canadian Wheat, U.S. International Trade Commission, In-
vestigation No. 332—-429, December 2001.

The USTR’s investigation led to further action in the form of successful industry-
brought countervailing duty and dumping investigations (14.15 percent duties on
certain Canadian wheat imported into the United States), and USTR-initiated WTO
Dispute Settlement proceedings. More significant progress needs to be made how-
ever, and active participation and involvement of the United States in drafting WTO
language specific to disciplines on STE’s is needed in the ongoing WTO agriculture
negotiations.

With regard to the USTR-initiated WTO Dispute Settlement proceeding, then-Am-
bassador Zoellick filed a WTO complaint on Canada’s violation of its WTO obliga-
tions under Article XVII and Article III of the Agreement. The WTO Dispute Settle-
ment Panel ruled in favor of the United States with regard to Article III, holding
that Canada discriminates against imported wheat by discriminating against U.S.;
and, that Canadian rail transportation provides a preference for domestic over U.S.
wheat. See Final Report of the Panel, Canada—Measures Relating to Exports of
Wheat and treatment of Imported Grain, WTO, WT/DS276/R (2004).

Unfortunately, the WTO Dispute Settlement Panel held that Canada was not in
violation of its Article XVII obligations which requires that STEs make “purchases
or sales solely in accordance with commercial considerations.” The panel’s simplistic
view of commercial considerations gives STEs a green light to engage in harmful
market-distorting behavior. The panel, on one hand, suggested that sales based on
nationality, government policies, or the “national (economic or political) interest of
the STE” are not in accordance with commercial considerations, and thus would be
impermissible. On the other hand, the panel indicated that STEs may be used to
carry out governmental policies that diverge from profit-maximizing commercial be-
havior. In a complete affront to the WTO’s goals, the panel’s report stated, “We note,
however, that an export STE might, for instance, want to charge a lower price than
the market would bear in order to deter competitors from entering the market. In
our view, such sales might be considered to be based on commercial considerations.”

Such inconsistencies in the panel report on Article XVII has robbed this clause
in the WTO Agreement of any meaning and precludes Member countries from hav-
ing any viable manner of ensuring that STEs operate in a non-discriminatory man-
ner. As a result of this ruling, then-Ambassador Zoellick said, “The finding regard-
ing the Canadian Wheat Board demonstrates the need to strengthen rules on state
trading enterprises in the WTO. The United States will continue through the WTO
negotiations to aggressively pursue reform of the WTO rules in an effort to create
an effective regime to address the unfair monopolistic practices of state trading en-
terprises like the Canadian Wheat Board.”

In July 2004, a significant achievement was reached when WTO negotiations lead
to a framework agreement for the ongoing agriculture negotiations. The current
working language adopted by the WTO General Council last July, under Paragraph
18, specifically lists trade distorting practices of STEs including the elimination of
export subsidies provided to or by them, government financing and the underwriting
of losses. This portion of paragraph 18 is key to any effort to meaningfully discipline
STEs, and it must remain in the text of any final agreement. If this language re-
mains, it will be an important accomplishment for U.S. wheat producers in moving
the CWB into a more market oriented and commercial disciplined entity.

The text of Paragraph 18 of the July 2004 WTO framework agreement also indi-
cates that the future use of monopoly powers will be subject to further negotiations.
With regard to the overall operations of STEs, both monopoly and monopsony pow-
ers granted to these entities must be disciplined in order to restrain and check the
trade distorting practices of STEs. As a monopsonist (single buyer) and monopolist
(single seller), the CWB is inherently a trade distorting entity. The CWB’s control
of its domestic wheat supply allows cross-subsidization between domestic and for-
eign markets or across foreign markets. Thus, it can engage in price discrimination
across all of its markets, and the subsidies and protection it receives from the Gov-
ernment of Canada enhance its ability to engage in such discriminatory activities
in a way that no commercial entity could undertake. As a monopsonist buyer, the
CWB can also force Canadian producers to adopt lower prices than might otherwise
be acceptable under competitive conditions. The CWB’s activities distort inter-
national markets for wheat by reducing the price and increasing the volume of Ca-
nadian exports to both U.S. and third-country wheat markets compared to levels
that would exist in an undistorted market.

At the conclusion of the USTR’s Section 301 investigation, the USTR stated that
it shared the NDWC’s goal to end the CWB’s monopoly status and enhance the
transparency of this government-backed entity. See USTR Affirmative Finding, In-



63

vestigation No. 301-120, February 15, 2002. The United States also agreed that in
the ongoing Doha Round of negotiations that it would aggressively seek:

e To end exclusive export rights to ensure private sector competition in markets
controlled by “single desk,” monopoly exporters;

e To eliminate the use of government funds or guarantees to support or ensure
the financial viability of single desk exporters; and,

e To establish WTO requirements for notifying acquisition costs, export pricing,
and other sales information for single desk exporters.

Mr. Chairman, despite the United State’s leadership in the WTO negotiations, not
all of these STE-related goals have been achieved, and there is always the possi-
bility that Canada could attempt to alter provisions already settled under the July
2004 WTO framework agreement. The United States must continue to take a lead-
ing and active role in the agricultural negotiations in the current Doha Round. The
challenges to the CWB in recent years have exposed the unfair structure and gov-
ernment-guaranteed powers of STEs, and the negative impact they have on other
competing export countries. The United States’ resolve in this matter has helped to
solidify allies in efforts to bring discipline to STEs through the WTO. Canada now
stands alone as the only WTO-member from a developed country which continues
to resist changes to the current WTO framework language and disciplines on STEs.

North Dakota’s wheat producers need continued assistance from all available U.S.
trade remedies in the interim; however, we most certainly need the United States
to continue to press forward in this important fora to set the stage for free and fair
international wheat trade in the future. Success in the WTO negotiations on these
issues is a critical component in the WTO’s relevance to the future of commercial
markets for global wheat trade.

Thank you for your attention to this important matter.

Sincerely,
Harlan Klein
Chairman
Neal Fisher
Administrator

Statement of Elizabeth A. Male, Export, Pennsylvania

I take extreme exception to the opening statement of U.S. Trade Representative,
The Honorable Peter F. Allgeier, wherein he said: “Simply put, the WTO exists as
the most important vehicle to advance U.S. trade interests, and is critical to Amer-
ica’s workers, businesses, farmers, and ranchers.” Nonsense!

The World Trade Organization has consistently demonstrated a bias AGAINST
United States interests. One needs look no further than the recent trade dispute in-
volving the Foreign Sales Corporation and the Extraterritorial Income Exclusion for
an example of egregious meddling and frank bias against U.S. interests. The origins
of the dispute are more than 30 years old and perhaps a brief history is in order.

A Brief History:

In response to a growing international trade imbalance, Congress in 1971 enacted
legislation to encourage formation and operations of Domestic International Sales
Corporations (DISCs). Three years later, the European Community challenged the
DISC regime, alleging that it violated the General Agreement on Trade and Tariffs
(GATT). A dispute panel subsequently concluded that the DISC regime did indeed
violate GATT, and in 1981, a mere decade after its enactment, Congress repealed
the DISC legislation. After reaching a consensus with our GATT trading partners
in 1984 on international tax issues, the Foreign Sales Corporation (FSC) law was
enacted to take the place of the repealed DISC regime.

After a hiatus of nearly 17 years,! the European Union (EU) challenged the
validity of the FSC and, in 1999, the World Trade Organization (WTO) found the

1¢T would like to spend a moment recalling how we got to where we are today. To be perfectly
blunt, the EU’s challenge to the FSC is a case that never should have been brought. Back in
1981, we reached an agreement with the European community to resolve challenges to each oth-
ers’ tax laws. That agreement provided the foundation for adoption of the FSC. Recognizing the
validity of the FSC, the EU refrained from challenging it for over 15 years. Then, only after

Continued
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FSC regime to be an impermissible export subsidy. In response, we repealed the
FSC legislation while simultaneously enacting the Extraterritorial Income Exclusion
Act (ETI). The ETI exclusion provided broadly preferential treatment not only to in-
come earned from exports, but also to foreign source income. It was thought that
this broadening effort would cure the EU objections, thereby allowing the ETI re-
gime to survive WTO scrutiny.

However, in 2001 the EU lodged a complaint alleging that the ETI provisions
amounted to an impermissible export subsidy. The Dispute Settlement Body of the
WTO reviewed the complaint, held the ETI to be an impermissible export subsidy,
and authorized the imposition of over $4 Billion annually in retaliatory tariffs. The
tariffs were directed at a very broad range of products, including agriculture, tex-
tiles, metals, jewelry, and many others.

When Congress failed to act or demonstrate meaningful progress, the tariffs took
effect at a rate of 5% in March of 2004. They increased at a rate of 1% per month
and were scheduled to reach a maximum of 17% in March of 2005. By October of
2004, when the tariffs were at 12%, Congress passed HR 4520, The American Jobs
Creation Act of 2004, and President Bush signed the legislation into law on October
22, 2004.

In fact, “. . . Few things are as central to a country’s sovereignty as how
it raises revenue,”? Yet the majority of Americans appear content to allow the
WTO to exert significant influence over U.S. tax policy with not so much as a whim-
per in protest. If the American people understood this dispute, and the effect on
jobs, there would be rioting in the streets.

Some Basics: The Arcane Distinction

The difference between a direct tax and an indirect tax is a legal distinc-
tion with little or no economic difference, but this distinction is pivotal to this
long-running international dispute. Per WTO regulations, an indirect tax such as
the Value Added Tax (VAT) of Europe is border adjustable without consequence.
In contrast, a direct tax such as the Corporate Net Income Tax (CNI) is not eligible
for border adjustment. This disparate treatment of the two taxes which are economi-
cally indistinguishable serves to disadvantage U.S. goods in the global marketplace.

Our corporate income tax and associated compliance costs are reflected in the
price of goods produced by U.S. companies; raising the relative price of those goods
in the world market. Because of the global nature of the U.S. CNI, this burden at-
taches to not only domestically produced goods, but to goods produced offshore as
well. The DISC, FSC, and ETI regimes each sought to unburden our export products
without violating the spirit or the letter of existing trade agreements. These legisla-
tive “attempts to level the global playing field,” were all seen as attempts to tilt the
field in favor of the United States.

Incidence of a Corporate Income Tax vs. Value Added Tax

Economists have struggled for decades to determine who actually bears the inci-
dence of the corporate-level income tax. In the final analysis it appears that the ulti-
mate incidence is not only impossible to predict or measure, but shifts over time in
response to infinitely complex changing market conditions. The indeterminate na-
ture of this tax burden supports the WTO prohibition of blanket border adjustment
of the CNI; blanket border adjustment may result in subsidy rather than mere re-
moval of an embedded tax component. Distasteful as it may be, this argument has
merit.

Like the CNI, initial incidence of the VAT is easily determined; it falls on the con-
sumer. Although they are often thought of as powerless, consumers can collectively
and unconsciously reallocate a VAT burden to the entity’s investors and employees
by decreasing their consumption of the firm’s products. To the extent that a VAT
reduces consumption and adversely impacts sales volume and profits, at least a por-

losing the Beef and the Bananas cases in the WTO, the EU cast aside our 1981 agreement and
launched the FSC dispute. In short, this was a case brought by bureaucrats eager to even the
dispute settlement score. The WTO appellate body has made clear that a benefit such as is pro-
vided through the ETI provisions that is tied to export activity is not permitted. Therefore, it
will not be fruitful to pursue another, similar replacement of the ETI provisions. Rather, ad-
dressing the WTO decision through our tax law will require real and meaningful changes to our
current international tax legislation.”—Senator Max Baucus, Opening Statement of the Senate
Finance Committee hearing held July 30, 2002. This refreshingly frank declaration makes it
clear that this dispute is not rationally based and further efforts to duplicate the DISC, FSC
or ETI regimes will be futile.

2Kenneth Dam, Deputy Treasury Secretary, testimony before the Senate Finance Committee
July 30, 2002
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tion of the total VAT burden is shifted to the investors and employees of manufac-
turing companies.

Because the VAT is imposed at each level of production, similar to the CNI in
a non-vertically integrated production process, market forces act in the same man-
ner to allocate the burden of the VAT. This fundamental economic truth is often
overlooked. It renders the legal distinction between the indirect VAT and the direct
CNI functionally and economically meaningless. As U.S. Trade Representative, Rob-
ert Zoellick testified before the Senate Finance Committee: “—the economic theory—
says that the distinction between direct and indirect taxes that lead them to use
a different treatment for the VAT as an indirect tax and allow a rebate versus a
direct tax, say a corporate income tax suggests that the logic no longer holds, that
basically over time all those taxes are passed through.”3

As a regrettable result of this oversight or conscious disregard of economic fact,
the VAT is border adjusted without penalty while the CNI burden is potentially
fully extant on the consumer. To the extent that European investors and employees
bear any of the VAT burden, permissive border adjustment rules serve to subsidize
or artificially reduce the price of European products in the world market. This dis-
advantages U.S. businesses not only in European markets, but in the global
marketplace as a whole; including within the borders of the United States.

Stated Objectives of the WTO:

According to the WTO website: “The World Trade Organization is the only inter-
national organization dealing with the global rules of trade between nations.” Flow-
ery platitudes continue: “Its main function is to ensure that trade flows as smoothly,
predictably and freely as possible. The result is assurance.”* “The multilateral trad-
ing system is an attempt by governments to make the business environment stable
and predictable.” 5 “Non-discrimination is just one of the key principles of the WT'O’s
trading system. Others include: transparency (clear information about policies, rules
and regulations); increased certainty about trading conditions (commitments to lower
trade barriers and to increase other countries’ access to one’s markets are legally
binding). . . .”6

Those are all lofty goals, but does the WTO really accomplish those goals? The
irreverent and contrarian Andrew K. Rose, in a series of papers published by the
National Bureau of Economic research, “Does the WTO Really Increase Trade?”,
“Does the WTO Liberalize Trade?”, “Does the WTO Stabilize Trade?”, suggests that
the answers to those questions are No, No, and No!

His empirical strategy involved controlling for as many natural causes of trade
as possible (multicollinearity), while searching for the effects of multilateral agree-
ments in the residual. Once other factors such as common language or heritage have
been taken into account, Rose compared trade patterns for countries in the GATT/
WTO with those outside of the system. The key result with respect to whether the
WTO increases trade: “that membership in the GATT/WTO is associated with an
economically and statistically insignificant increase in trade—seems robust.”7 With
respect to whether the WTO stabilizes trade: “There is little evidence that member-
ship in the GATT/WTO has a significant dampening effect on trade volatility.” 8
With respect to trade liberalization: “Almost no measures of trade policy are signifi-
cantly correlated with GATT/WTO membership. Trade liberalizations, when they
occur, usually lag GATT entry by many years, and the GATT/WTO often admits
countries that are closed and remain closed for years. The exception to the negative
rule is that WT'O members tend to have slightly more freedom as judged by the Her-
itage Foundation’s index of economic freedom.” 9

Not all agree with Rose’s findings. Authors Subraminian and Wei, in a paper writ-
ten for the National Bureau of Economic Research, “The WTO Promotes Trade,
Strongly But Unevenly,”’are somewhat critical of Rose’s work. They argue that after
refining his econometric methods, correcting for differences between developed and

3 July 30, 2002
4 At: http://www.wto.org/english/thewto_e/whatis_e/inbrief e/inbr00_e.htm
51d

6 At: http://www.wto.org/english/thewto e/whatis e/10ben_e/10b08 e.htm

7Andrew K. Rose, National Bureau of Economic Research, Working Paper Number 9273, Do
we Really Know That the WTO Increases Trade? (October 2002) Available at: http:/
www.nber.org/papers/w9273

8 Andrew K. Rose, National Bureau of Economic Research, Working Paper Number 10207,
Does the WTO Make Trade More Stable? (January 2004) Available at: http:/www.nber.org/pa-
pers/w10207

9 Andrew K. Rose, National Bureau of Economic Research, Working Paper Number 9347, Do
WTO Members have More Liberal Trade Policy? (November 2002) Available at: http:/
www.nber.org/papers/w9347
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developing countries, and differences between countries that joined the WTO before
the Uruguay Round (members of GATT), and those who joined after the Uruguay
round: They claim to have found robust evidence that the WTO promoted world
trade.l® However, a closer examination of their work indicates, by their own admis-
sion: “The basic Rose result about the ineffectiveness of the WTO in increasing trade
is illustrated in column 1. Indeed, if membership in the WTO is undifferentiated,
with all countries treated alike, our result is a more damning indictment of the
WTO than even that in Rose (2002a). He found that membership in the WTO had
no significant effect on trade. We find that membership has a significantly neg-
ative effect on trade: the average WT'O member trades about 11 percent
[exp(—0.113) —1] less than the average in the sample (column 1).”11
Subraminian and Wei continue in their analysis, engaging in nothing more than
pretzel logic, to conclude that the WTO is an effective promoter of trade. Nonsense!

Truly free and fair trade proceeds from individual rational self-interest, and there
is no need for an unelected, international bureaucracy to oversee or promote it.
Economist Murray Rothbard said it best: “You don’t need a treaty to have free
trade. Governments and quasi-government bodies like the WTO can only politicize
and interfere with the natural flow of goods and services across borders. When we
cede even a fraction of our sovereignty to an organization like the WTO, we can
hardly hope to become more prosperous or more free.”

Conclusion

The United States must extricate itself from the artificially imposed stupidity of
the corporate net income tax and the ineffective World Trade Organization. Neither
serves the interests of the United States. Only when we have freed ourselves from
the self-imposed impediments will trade flow unconstrained by unelected and unre-
sponsive international bureaucrats and only then will the productivity of the Amer-
ican worker shine like a beacon for the rest of the world to emulate.

Please de-fund the World Trade Organization and remove U.S. from partici-
pation therein.

Joint Statement of Dr. Peter T. Nelson and Jennifer Lambert-O’Keefe,
International Trade Council, Alexandria, Virginia

Mr. Chairman and members of the committee, thank you for the opportunity for
the International Trade Council (ITC), and the International Development Institute
to present testimony on the “Future of the World Trade Organization (WTO), as
well as testimony on the General Agreement of Tariffs and Trade (GATT).

I am Dr. Peter T. Nelsen, President of the ITC and Chairman of the IDI. We have
since 1975, for 30 years represented a broad cross section of the U.S. producers of
commodities, good and services relating to exports and imports. We have conducted
Trade Development Seminars, Congressional Liaison Sessions and Overseas Trade
Development Missions.

The GATT and the WTO are the systems that have developed the ground rules
and relating laws by which international trade has developed since the dismal fail-
ure of the Smoot-Hawley Tariff Act of the early 1930’s. The World living standards
of the U.S. including health systems, education, communications and most other as-
pects of civilized life on earth have evolved and improved the quality of life dramati-
cally in each country to the extent that each population has participated.

The overall results of the U.S. membership on the WT'O and the GATT are dif-
ficult to ascertain because there is no “scientific date on a “controlled population”
with which to compare changes.

The average U.S. growth of exports and imports during the last five decades is
7% on a cumulative basis or twice the 3% average U.S. domestic growths, although
starting at a much lower base.

The performance of the trading counties have greatly benefited from the trade
laws and regulations that have been established by the WTO, GATT, The United
Nations and by the other intergovernmental organizations.

10 Arvind Subramanian and Shang-Jin Wei, National Bureau of Economic Research, Working
Paper Number 10024, The WTO Promotes Trade, Strongly But Unevenly (October 2003) Avail-
able at:http:/www.nber.org/papers/w10024

1Id. At9
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The basis question—Do we need the WT'O and GATT is as profound a question
as “Do we need the United States Constitution?” There is no “substitute,” nor alter-
native.

The WTO and GATT have substantially expanded the trade categories they now
include trade in services, i.e. banking, consulting, accounting and information dis-
semination, as a result of the DOHA Round.

Further participation in the multinational trading systems is of essential benefit
to Americans. There are numerous aspects to trade that have not yet been agreed
upon such as:

e Intellectual Property Protection
o Tariffs used as trade Barriers
o Uniformity Standards on Property Rights

There are substantial increased opportunities for U.S. farmers, workers and con-
sumers inherent within the DOHA Round of negotiations.

The U.S. will benefit for the increases in trade. It was 5% of the U.S. Gross Do-
mestic Product in the 1940’s; it was 20% by the end of the 20th Century. The projec-
tions of the International Development Institute, (IDI) is that by the year 2010, U.S.
Gross Domestic Product will be 25%, our projections further indicate that by the
year 2020 the U.S. GDP will be 31% and by the years 2025, we project the annual
U.S. Gross Domestic Product to be at 35%, given a 2% margin of error.

These figures assume that Congress will eventually pass the bilateral and multi-
lateral trade legislation that the previous 4 United States Presidents have proposed,
including DR—-CAFTA Trade Agreement and the “Trade Agreement of the Amer-
icas,” which would encompass all the countries from Canada down to Argentina.

ITC testified in the early 1980’s before both the Senate Finance Committee and
the House Ways and Means Committee on the subject of negotiations of Free Trade
Agreements with any country independently. Since it seemed very difficult to get
98 countries of the WTO, which was the membership number at that time, to agree
in concert.

If any country would agree, the other non participating countries would be obliged
to follow, given that they would see other member counties increase their competi-
tiveness in the world to the benefit of all farmers, manufacturers, service industry
related workers and consumers from the increase of the “Economies of Scale,” that
will obviously ensue.

Market-driven globalization is a “positive-sum” system whereby all participants
benefit, i.e. all company’s workers and consumers by enlightened self-interest.

By elimination trade barriers and tariffs, producers can produce products and
services at a more competitive price. Thus benefiting consumers both hear and over-
seas with “Freedom of Choice,” in the world market place.

Mr. Chairman, and Members of the Committee, I thank you for your attention
to my testimony provided you today. It is my honor that you have the benefits to
consider its statistical and academic merits to the benefit of all Americans.

Statement of Joe E. Sheldon, Huntington Beach, California

For the past several years as a matter of personal interest I have been research-
ing and investigating different types of possible tax systems this country might ben-
efit from.

In the course of this work I have naturally encountered the Word Trade Organiza-
tion and other non-U.S. governmental bodies purporting to improve and control
trade between countries. As a country we seem to blow hot and cold with an on-
again off-again love affair with such bodies depending, perhaps, upon the direction
of the political winds at the particular moment.

In looking at such involvement over time, it really appears to be almost
unremittingly a case of shooting ourselves in both feet and putting organizations
and individuals from our country at a great disadvantage with respect to such trade.
It is perplexing to me as to why we are in such a quandary as we now exhibit by
these hearings.

I have never been able to satisfactorily answer in my own mind why we allow
ourselves to have our trade so greatly controlled or influenced by these offshore bod-
ies who after all have other interests at heart than our own. There seems to be some
mis-guided belief that we must be “Mr. Nice Guy” and align our own trade affairs
with the desires of others so as to not trigger all-out trade wars.
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Certainly such economic no-win situations as trade wars or trade retaliation are
laudable goals, but this can surely be accomplished by noting the border-
adjustability of the European Value Added Tax or VAT. These VAT countries enjoy
a great advantage over U.S. since their things sold to others are freely border ad-
justable under the WTO regulations as I understand them.

The VAT form of taxation is certainly not a good choice for a people as free we
are. With all of its attendant problems in logistic and administrative complexity
(which are extensive) in addition to the cascading of taxes despite extensive artifi-
cial attempts to do otherwise, any form of the VAT—simply put—works poorly and
has the additional downside of actually encouraging truly a blizzard of evasion and
non-compliance. In short, in the over 100 countries instituting a VAT (with most
having the mistaken belief that it will eliminate tax cascading and tax consump-
tion), the actual real life experience has been different—quite different. Almost all
of these countries end up with huge numbers of exemptions and exceptions and
other types of income taxes (personal and/or corporate) as well truly making taxes
into a hybrid tax system—a nightmare if ever there was one.

If one looks at the VAT experience it is not difficult to see swelling compliance
and seemingly never ending bureaucratic levels of regulation and paperwork with
a great amount of non-compliance and evasion. That is the tradeoff for the VAT
countries—compliance with the WTO mandates to free up their foreign trade but
with a nightmare internally. We do not need to go this route; indeed it would be
foolish to do so.

There is a mechanism for this country that offers the border-adjustability of
taxes—an indirect tax in WTO parlance. This system is presently in the form of bills
before Congress—HR25/S25 which are originated as non-partisan efforts to solve,
among other things, the border adjustability of taxation thereby aiding our export-
ers in other markets and taxing incoming products equally as our own when sold.
These bills, knows as the FairTax bills, have many economic and internal political
benefits and—being fairly small—can be easily digested from the Internet. There
has been more economic research into these bills than any other tax measure in
American history and they are worthy of serious study by the Subcommittee and
full Committee especially from the standpoint of easing our trade deficits and defi-
ciencies.

I shall not repeat the extensive research done on the bills but it is readily avail-
able on the Internet also and many private citizens have obviously look into the
matter as can be seen from the large number of comments from Individuals on the
2nd Request for Comments by the President’s Tax Reform Panel. It is clear that
some of these looking at the FairTax recognize its benefits from the standpoint of
easing the deleterious effects of WTO regulations on our foreign trade.

I would urge the Subcommittee and, in turn, the full Committee to seriously in-
vestigate the FairTax as it relates to the WTO with an eye to becoming as knowl-
edgeable as some of the citizens are becoming. The AFFT (Americans for Fair Tax-
ation) organization, a non-partisan group, already has about 600,000 members and
is growing. Please consider the highly-researched material offered relating to the
FairTax. I believe it is a better solution—FAR better—than any tax system such as
any form of VAT (or flat tax for that matter). It will greatly aid our overseas trade
situation.

Statement of Barry Solarz, American Iron and Steel Institute

I. Introduction

In response to the request of the Subcommittee on Trade of the U.S. House of
Representatives Committee on Ways and Means (the “Subcommittee”), the Amer-
ican Iron and Steel Institute (“AISI”), on behalf of its U.S. member companies who
together account for approximately three-fourths of the raw steel produced annually
in the United States, is pleased to provide the following submission regarding future
prospects for U.S. participation in the World Trade Organization (“WTO”).

The Subcommittee’s solicitation of submissions relates to its May 17, 2005 hearing
on the future of the World Trade Organization, focusing on (1) overall results of U.S.
membership in the WTO and General Agreement on Tariffs and Trade, (2) whether
future participation of the United States in the WTO and the multilateral trading
system can be expected to benefit Americans and (3) prospects for increased eco-
nomic opportunities for U.S. farmers, workers and consumers in the current round
of WTO negotiations, called the Doha Development Round (“Doha Round”). The fol-
lowing comments do not attempt to address all of the myriad potential issues pre-
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sented by these topics, but instead focus on areas of core concern in terms of the
operation of the WTO, as well as prospects for continued U.S. participation.

In particular, and as discussed in more detail below, a number of very serious
issues confront the WTO and the United States as it contemplates the future of this
organization—including the fact that the dispute settlement system is clearly bro-
ken (and not acting in the best interests of the United States), critical disciplines
against dumping, subsidies and other forms of unfair trade are under attack and
in danger of being made ineffective (both by rogue dispute settlement decisions and
by Doha Round negotiations) and the WTO system embodies a number of other
basic inequities that are harming fundamentally American workers and businesses.
These issues will need to be dealt with and meaningfully addressed if support for
the WTO system is to be maintained in the United States.

II. The Manufacturing Crisis and Unsustainable Trade Deficits Demand
That Problems with the International System Be Rectified

Despite concerns—particularly with regard to the effect on trade remedy laws and
the operation of international dispute settlement mechanisms—American steel pro-
ducers have supported past trade agreements and market-opening initiatives, in-
cluding the Uruguay Round Agreements creating the WTO. Indeed, domestic steel
producers have long believed in and promoted a strong and vibrant multilateral
trading system. AISI believes, as it has for many years, that U.S. workers and busi-
nesses can thrive in a global economy that rewards innovation, hard work and mar-
ket outcomes. Unfortunately, such outcomes are too often defeated by unfair trade
and market distortions that rob the international system of its promise and deny
critical benefits to American workers and companies. The fact is that the WTO has
not been successful in addressing these problems and, in fact, has often exacerbated
them through indefensible dispute settlement decisions and inequitable global rules.

In 1994, the last full year before the WTO came into existence, the United States
had a trade deficit of $150.6 billion.! At the time, it was widely hoped that the WTO
would level the playing field for U.S. companies, leading to a reduction in the trade
deficit. This hope has not been fulfilled. During 2004, the U.S. trade deficit hit an
all-time high of $650.8 billion. Indeed, the U.S. trade deficit last year with China
alone was $162.0 billion—a figure greater than our trade deficit with the entire
world just a decade ago. Furthermore, the data for the first quarter of 2005 indicate
that the United States is currently on pace for a $730 billion trade deficit.2 These
astronomical deficits are not due merely to the explosion of imports, but to relatively
poor export performance. Indeed, U.S. exports have lagged since the creation of the
WTO, growing only 4.7 percent in the last five years—as compared to a growth rate
of more then 30 percent in the five years before the WTO was created. These enor-
mous and unprecedented trade deficits represent a severe imbalance in the global
economy that could ultimately have disastrous consequences—including under-
mining the position of the dollar, destabilizing world economies, destroying the U.S.
rSnanufacturing base and damaging the national economic security of the United

tates.

In fact, exploding trade deficits have coincided with a time of crisis for American
manufacturing—which has seen devastating losses in employment and entire indus-
tries pick up and move overseas. U.S. manufacturing employment today is down al-
most 3 million jobs since the summer of 2000.3 Even as the U.S. economy has ex-
panded in recent years, these lost jobs have not been replaced.*

Unbelievably, at a time when the United States is running the largest trade defi-
cits in the history of the world, it has also become the top target of litigation at
the WTO.5 In decision after decision, often based on ridiculous legal reasoning and
the invention of new requirements out of whole cloth,® WTO dispute settlement
panels have struck down U.S. laws and practices—including in areas relating to tax-
ation, appropriations, agricultural support and, perhaps most important, trade rem-

1U.S. trade balance data in this submission are taken from the U.S. Census Bureau’s web
page, available at http:/www.census.gov/foreign-trade/balance (last visited May 17, 2005).

2For the first three months of 2005, the United States had a trade deficit of $183.115 billion.
On an annualized basis, this would be a trade deficit of $732.46 billion. (183.115 x 4 = 732.46).

3U.S. manufacturing employment fell from 17.325 million jobs in July 2000 to only 14.308
million jobs in April 2005. U.S. Bureau of Labor Statistics, Series ID CES3000000001 (Manufac-
turing), available at http://www.bls.gov (last visited May 17, 2005).

4In the last two years, the number of U.S. manufacturing jobs has actually declined, from
14.615 million jobs in April 2003 to 14.308 million jobs in April 2005. Id.

5Eighty-nine disputes have been filed against the United States at the WTO, far more than
any other member. The European Union is second with 53 disputes, while no other member has
faced more than 17 disputes.

6 Specific examples of such decisions can be found in Section III.A.1 of this submission.
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edy laws. So as the United States continues to soak up more and more of the world’s
exports, our trading partners have seen fit to exploit a blatantly unfair and inept
dispute settlement system to extort even more concessions out of the United
States—gaining through litigation what they could not secure through negotiation.
Americans will not long support a system that operates this way.

There can be no doubt that these developments have already significantly under-
mined U.S. support for the multilateral trading system. If the fundamental prob-
lems facing the system are not rectified, such support will quite possibly disappear
altogether.

II1. Fundamental Problems With the WT'O System

A. The WTO Dispute Settlement System Is Broken

Binding dispute settlement was hailed as one of the central accomplishments of
the negotiations that led to the WTO. U.S. workers and businesses were promised
that a binding settlement process would force foreign countries to fulfill their com-
mitments to open their markets to U.S. goods—while respecting U.S. laws and prac-
tices in critical areas such as the trade remedy statutes. Unfortunately, this system
is not working as advertised. Both dispute settlement panels and the WTO Appel-
late Body (“AB”) have issued numerous rogue decisions that have no basis in the
WTO agreements. These bodies have also disregarded the proper standard of review
in disputes involving trade laws. Finally, these problems are exacerbated by the al-
most complete lack of transparency in the dispute settlement process. Each of these
problems is discussed in more detail below.

1. WTO Dispute Settlement Panels and the Appellate Body Have Issued Nu-
merous Rogue Decisions

Despite having the most open market in the world and running staggering trade
deficits, the United States has found itself the primary target of challenges in the
WTO dispute settlement system. Since the beginning of 2001, the United States has
been the defendant in 19 of the 36 cases decided by the AB—i.e., in more cases than
the rest of the world combined.

These challenges relate to U.S. law and practice in a vast array of economic and
policy areas—including tax rules (as reflected in the Foreign Sales Corporation tax
case); agriculture (as seen in the cotton decision); appropriations (the so-called “Byrd
Amendment” case); foreign policy (as shown in the Helms-Burton/Cuba litigation);
the environment and conservation (shrimp/turtles); and morals/decency (internet
gambling). In case after case, panels of international bureaucrats have twisted the
meaning of international rules, and invented new obligations, in the course of strik-
ing down U.S. laws and practices. These foreign bureaucrats apparently view it as
their province to second guess the sovereign decisions of the U.S. Congress and Ex-
ecutive Branch, and are all too willing to go well beyond the text of WTO agree-
ments to, in effect, make policy for the United States.

In no area have these decisions been more harmful to Americans—and in par-
ticular to our manufacturing base—than those relating to trade remedy laws. The
one common thread in all of these cases is that the United States never agreed to
the restrictions that have been found on the use of basic fair trade disciplines. In-
deed, in many instances, Congress was specifically told (at the time it approved the
WTO agreements) that U.S. practice was consistent with the relevant international
agreements. These cases have already significantly impacted the effectiveness of
U.S. trade remedy laws, and threaten far greater damage if this system is not re-
formed. Here are a few examples of such decisions:

o Disbursement of Antidumping(AD) and Countervailing Duties (CVDs). The AB
found that the Continued Dumping and Subsidy Offset Act of 2000 (i.e., the
Byrd Amendment) is a “specific action against dumping and subsidization” in
violation of the Antidumping Agreement and the Agreement on Subsidies and
Countervailing Measures (“SCM Agreement”). The AB reached this decision de-
spite the fact that the Byrd Amendment simply governs how the United States
spends the duties that it lawfully collects and does not provide for any action
to be taken against dumping or subsidization or against imports that are
dumped and subsidized.

e Zeroing. The AB has ruled against the United States use of “zeroing” in a re-
cent AD investigation. The decades-old practice of “zeroing” merely ensures that
so-called “negative margins” on fairly trade merchandise in the United States
are not improperly used to offset a foreign producer’s dumping margins on mer-
chandise sold at less than fair value. To the extent fairly-traded sales were al-
lowed to offset the margins on unfairly-traded merchandise, foreign producers
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could sell massive quantities of dumped products in the U.S. market to the ex-
treme detriment of U.S. workers and businesses.

e Standard for Causing Injury. In several cases, WTO panels and the AB have
created a completely new obligation in AD cases pursuant to which injury deter-
minations must “separate and distinguish” the effect of dumped imports from
that of every other possible cause of injury. This causation standard—which
was simply invented by WTO panels and the AB—is unduly burdensome and
likely unattainable.

e Facts Available. Several WTO decisions have undermined the ability of inves-
tigating authorities to use “facts available” and adverse inferences when foreign
producers or exporters fail to cooperate in AD and CVD proceedings, including
the five-year “sunset” reviews.” These tools are essential to enable such authori-
ties to obtain the information they need to make their determinations.

e Safeguards. The AB has struck down every safeguard decision that has ever
come before it, and has created such unworkable requirements in this area as
to make the Safeguards Agreement essentially a dead letter. The undermining
of this remedy makes it all the more critical that antidumping and anti-subsidy
provisions see no more weakening whatsoever.

These rogue decisions are without basis in the WTO agreements and should be
overturned. Such aggressive judicial activism is causing untold damage to the rep-
utation of the world body and, if unchecked, could entirely undermine support for
the WTO in this country.

2. WTO Dispute Panels and the AB Have Disregarded the Proper Standard
of Review

The repeated abuses at the WT'O—and the refusal of dispute settlement panels
and the AB to respect the discretion and authority of the U.S. government—are par-
ticularly outrageous given that negotiation of a deferential standard of review in
trade remedy cases was one of the key U.S. objectives and achievements in the ne-
gotiations that created the WTO.

Indeed, the WTO Antidumping Agreement contains specific language stating that
when a relevant provision of the Agreement admits to more than one permissible
interpretation, WT'O dispute settlement panels and the AB shall uphold a member’s
antidumping measure if it rests upon any of those permissible interpretations. This
common-sense provision was designed to ensure that international bureaucrats
defer to reasonable agency interpretations and applications of the rules—rather
than substituting their own judgment and creating new obligations to which the
United States and other Members never agreed.

Unfortunately, the dispute settlement panels and the AB have all but ignored this
standard of review. In case after case, they have concluded that there is only one
acceptable interpretation of the Antidumping Agreement—that imposed by the AB
or the panel. This blatant attempt to undermine the ability of U.S. agencies to inter-
pret and apply our laws has further eroded the WTOQO’s credibility, and significantly
damaged U.S. interests.

3. The WTO Dispute Settlement Process Suffers from a Lack of Transparacy

The defects in the WTO dispute settlement system are only further magnified by
its remarkably secretive and non-transparent method of resolving disputes. Among
the obvious shortcomings in this system:

e Members of WTO dispute settlement panels are often obscure bureaucrats cho-
sen by the WTO Secretariat—with questionable expertise and without sufficient
guarantees of their objectivity.

e All hearings conducted by WTO dispute settlement panels and the AB are
closed to the public, which may not even obtain transcripts of such hearings.

e The public has no right of access to the briefs and filings submitted by other
countries in WTO dispute settlement proceedings.

e Private parties (including those who originally filed and successfully prosecuted
a particular case at the national level, who intimately know the record, and
whose interests are directly affected by the outcome of that case) have no right
to submit briefs, appear at WTO hearings or participate in WTO proceedings.

78See,e.g., United States—Antidumping and Countervailing Measures on Steel Plate from
India, WT/DS206/R (June 28, 2002) (finding that the Commerce Department’s rejection of infor-
mation submitted by the Steel Authority of India Ltd. (“SAIL”) in an antidumping investigation
and its reliance on facts available was improper, even though substantially all the information
needed for the calculation of SAIL’s dumping margin was untimely submitted and was com-
pletely unusable.)
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No court in America would allow even the most minor legal dispute to be decided
by such patently flawed procedures. But the WTO uses them to make critical deci-
sions affecting our sovereignty, decisions that can be worth billions of dollars to U.S.
workers and businesses. It is simply unrealistic to expect that Americans—who have
long recognized that transparency is absolutely essential to good government—could
ever respect or support a body that operates in such a manner.

B. Global Rules and Practices under the WT'O System Are Unfairly Harm-
ing U.S. Workers and Businesses

At the same time that Americans are being harmed by a broken WTO dispute set-
tlement system, they are also laboring under international rules that are often inex-
plicable and patently unfair. Two areas that deserve priority consideration in the
context of future U.S. participation in the WTO are (1) unfair international tax rules
and (2) international currency manipulation.

e Border Adjustability of Taxes. WTO rules allow so-called “indirect” taxes, such
as the value-added tax (“VAT”) principally relied upon by many U.S. trading
partners, to be refunded when a product is exported without being considered
an illegal subsidy. However, direct taxes, such as the income taxes used in the
United States, may not be refunded. To make matters worse, U.S. products sold
in foreign markets are subject to the VAT, whereas foreign companies bear no
U.S. income tax in selling in the United States. The result is that nations using
the VAT have received an artificial and unfair advantage in international trade,
whereas U.S. companies selling abroad are essentially double-taxed. There is no
legitimate economic justification for the disparity, which serves as an enormous
competitive handicap to U.S. businesses and manufacturers. Congress has for
years demanded that this disparity be fixed, and has included it as a principal
negotiating objective in legislation granting the President trade promotion au-
thority. And yet nothing ever seems to be done about it.

e Currency Manipulation. Another critical area in terms of global trading rules—
and the unfairness to U.S. businesses and workers—relates to the blatant cur-
rency manipulation engaged in by China and other foreign nations. These ef-
forts to keep the dollar artificially high (while depressing the value of foreign
currencies) act to encourage imports into the United States and to discourage
U.S. exports—directly contributing to the trade deficit and serving as a major
impediment to U.S. manufacturing and other businesses. By playing the cur-
rency markets in this manner, such countries effectively subsidize their exports
to the United States, and place a tariff on U.S. shipments to them. Just last
week, the Secretary of the Treasury stated with respect to China that “{t}he
current system poses a risk to {its} economy, its trading partners, and global
economic growth.” 8

e Export Restrictions on Raw Materials. Foreign government interventions, re-
strictions and distortions in the coke, iron ore, scrap and other key raw material
markets are on the rise. It is important not only to eliminate tariff and non-
tariff barriers (NTBs) to imports, but also to end taxes and restrictions on ex-
ports. In the WTO Non-Agricultural Market Access (NAMA) negotiation, AISI
supports vigorous U.S. government efforts to end foreign government export
taxes and other export restrictions on raw materials.

While attempts have been made to challenge these practices under WTO rules,
thus far there has been no effective resolution. To the extent current global rules
are not sufficient to discourage and remedy such blatantly market-distorting behav-
ior, changes are clearly needed.

IV. Needed Reforms and Actions to Address Problems with the WTO

For all of the reasons given above, U.S. support for the multilateral trading sys-
tem is at risk. Unless these problems are addressed, the legitimacy of the entire sys-
tem could be undermined and calls for the United States to withdraw from the body
will only increase. Efforts to redress the problems that exist should focus initially
on three vital tasks: (1) preserving and enhancing trade remedy laws in the Doha
Round, (2) reforming the WTO dispute settlement system and (3) correcting the fun-
damental disparities in global rules that continue to distort global markets. Each
of these tasks is discussed in more detail below.

8Press Release from the Department of Treasury Office of Public Affairs, “Statement of Sec-
retary John W. Snow on the FOREX Report (May 17, 2005).
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A. Preserve and Enhance Trade Remedy Laws in the Doha Round

U.S. trade remedy laws—particularly the AD and CVD laws—play a vital role in
assuring U.S. workers and businesses that free trade constitutes fair trade. With
the most open market in the world, American producers and workers expect and de-
serve that those trading in this market will do so in accordance with decades-old
rules requiring fair trade. At a time of growing challenges to our manufacturing sec-
tor, fair trade disciplines are more important than ever—both to ensure the survival
of core U.S. industries, and to preserve support in this country for open trade and
the international system. Accordingly, it is imperative that the United States seek
to overturn the WTO’s rogue decisions regarding trade remedy laws, resist efforts
to 1;15613 the Doha Round to undermine these laws and push for changes to strengthen
such laws.

1. Overturn the WT'O’s Rogue Decisions on Trade Remedy Laws

As discussed above, WTO dispute settlement panels and the AB have issued nu-
merous decisions significantly weakening U.S. trade remedy laws—and going well
beyond the obligations to which the United States agreed in the Uruguay Round.®
The first thing that should be done in the new Round of trade talks is to restore
the balance of rights and concessions that was agreed to in creating the WTO, and
that means reversing the flawed decisions undermining fair trade disciplines.
Among other things, U.S. negotiators must seek explicit recognition of the right to
distribute unfair trade duties to injured industries, and must reverse the over-
reaching of WTO panels and the AB with respect to zeroing, the injury causation
standard, the use of facts available and other key trade remedy provisions.

2. Resist Any Weakening of Trade Remedy Laws

A number of U.S. trading partners—including the most consistent and egregious
offenders of international disciplines against unfair trade (such as Japan, Korea,
and Brazil)—have made the weakening of U.S. trade laws their top priority for the
Doha Round. U.S. negotiators must avoid any negotiation or agreement that would
result in a weakening of U.S. trade laws. A weakening change would include any
measure that would make relief more difficult or costly to obtain, would delay or
preclude effective relief or would make relief more difficult to maintain over time.
The proposals that have already been made in the negotiations by parties such as
the so-called “Friends of Antidumping” clearly constitute weakening changes. These
include, for example, proposals for:

e A so-called “lesser duty” rule (which would require inherently speculative and
political judgments as to the amount of duty required to remedy any injury
caused by unfair trade);

e A requirement that national administrators consider factors in addition to the
existence of unfair trade (e.g., amorphous concepts of “public interest”) in deter-
mining whether relief can be imposed;

e Raising so-called de minimis levels of dumping or subsidization to, in effect, im-
munize greater amounts of unfair trade;

e Mandatory revocation of AD and CVD orders after five years.

There should be one and only one response by U.S. negotiators to these and other
weakening proposals—each one should be flatly rejected. Congress should make
clear that it will reject any new trade agreement that contains such provisions, or
that would weaken U.S. trade remedy laws, either with respect to individual provi-
sions or in their overall effect.

3. Push for Changes to Strengthen Trade Remedy Laws

Indeed, U.S. negotiators should look beyond existing disciplines on unfair trade
to seek ways to strengthen and close any loopholes in those disciplines. For exam-
ple, the United States should press for changes such as the following:

o Establish a presumption of injury and causation in cases involving repeat of-
fenders of the laws against unfair trade. (Such provisions would alleviate the
need for domestic industries already injured by unfairly traded imports to en-
dure successive, and highly costly, investigations against the same companies—
where those companies simply shift their sources of supply, or the product that
they ship to the United States, after the entry of an AD or CVD order.);

e Strengthen provisions to deter circumvention (e.g., through alteration of mer-
chandise subject to order, transshipment through third countries, etc.) of exist-
ing AD and CVD orders.

9 For examples of such decisions, see Section III.A.1 of this submission.
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e Lower de minimis thresholds in AD/CVD cases to ensure that such provisions
do not immunize injurious unfair trade;

e Include a presumption that injury will recur in five-year reviews, or consider
eliminating such reviews altogether;

e Allow parties with access to confidential materials under administrative protec-
tive order to attend verification of foreign producer questionnaire information.

These and similar provisions would make critical improvements to ensure strong
and effective enforcement of fair trade disciplines, and to deter market-distorting be-
havior.

B. Reform the WTO Dispute Settlement System

As discussed above, the WTO dispute settlement system is broken and must be
reformed. Several actions are critical. To begin with, Congress should finally act on
longstanding, bipartisan proposals to establish a WTO Dispute Settlement Review
Commission. Such a commission would be composed of distinguished U.S. jurists
(e.g., retired federal judges) and charged with reviewing WTO decisions adverse to
the United States to determine whether the relevant decision makers failed to fol-
low the applicable standard of review or otherwise abused their mandate. Such a
system would enhance confidence in the WTO system domestically (by ensuring that
panel and AB decisions affecting this country were subject to rigorous review) and
provide a strong incentive for WTO panels to hew closely to their legal mandate.

Other actions are equally vital.

e First, the United States must make clear that it will no longer tolerate judicial
overreaching at the WTO or the creation by judicial fiat of obligations to which
it never agreed. Activism at the WTO is threatening the credibility of the entire
system and must be dealt with through a fundamental change in the approach
and culture of panels and the AB.

e Second, Congress must refuse to implement WTO decisions that are not solidly
grounded in the WTO agreements. The time has come for the United States to
demonstrate once and for all that we will not allow the WTO to rewrite our
treaty obligations. We should start by refusing to implement decisions—such as
the AB’s decision on the Byrd Amendment—that clearly rest on an unjustified
invention of obligations to which Parties never agreed. This would protect legiti-
mate U.S. interests and send a message that we will not tolerate rogue WTO
decisions.

e Third, given the enormous problem with decisions in the trade remedy area, the
United States should seek to eliminate coverage of trade remedy actions from
the WTO dispute settlement system altogether. At a minimum, the United
States must insist that the WTO Dispute Settlement Understanding be amend-
ed to make clear that the creation of new obligations and the re-weighing of the
evidence in dispute settlement cases are impermissible. While the standard of
review contained in the Antidumping Agreement 1© should have been sufficient
to prevent such ultra vires actions from occurring in trade remedy cases, it is
apparent that WTO panels and the AB are simply ignoring that standard of re-
view. More stringent and explicit restrictions must be placed on the authority
of WTO panels and the AB.

e Fourth, the United States must also seek to open up the WTO dispute settle-
ment process to private parties with a direct and substantial interest in a pro-
ceeding. Such parties should be able to participate fully in dispute settlement
proceedings through the filing of briefs and attending and participating in hear-
ings before WTO panels and the AB. Once again, this step would enhance con-
fidence in and support for the WTO system, while holding WTO panels and the
AB more accountable. It would also ensure that the expertise and resources of
the parties most affected by a given dispute could be fully brought to bear in
the dispute settlement process. There simply is no valid basis for denying such
parties access to and involvement in the process.

e Finally, the U.S. government should take the steps that it can under the cur-
rent system to improve the way it litigates WTO cases. Among the changes that
should be made are to (1) deputize private parties with a direct and substantial
interest in a case (and whose interests are aligned with the government) to ap-
pear and participate in WTO proceedings; (2) devote greater resources to litiga-
tion at key agencies involved in WTO disputes; and (3) create a new Deputy
at the Office of the U.S. Trade Representative to deal solely with litigation.

10 This standard of review was also supposed to be applicable to the WTO Agreement on Sub-
sidies and Countervailing Measures, but has not been used in that context.
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C. Correct Fundamental Inequities in the Multilateral Trading System

As described above, there are a number of areas where international rules cur-
rently act to disadvantage U.S. businesses and workers, and where changes are
warranted. For example, there is no legitimate economic justification for the current
disparity in treatment between countries using VAT systems and those that rely on
an income tax. Congress has consistently identified the elimination of this disparity
as a principal U.S. negotiating objective. The United States should demand that this
inequity be rectified before agreeing to any new multilateral trade agreement.

Similarly, the United States should act aggressively to prevent countries like
China from using currency manipulation as a tool for protectionism. The U.S. gov-
ernment must do more than simply “jawbone” about the effects of currency manipu-
lation. It should demand that this practice be stopped, cut off market access for
those who engage in it and aggressively pursue legal action (such as a Section 301
case) against market-distorting behavior in this area. To the extent stronger rules
are needed internationally to address this problem, the United States should de-
mand them in ongoing trade talks.

In addition, the time has come to do more than just talk and threaten WTO action
to address foreign government efforts to manipulate raw material markets. We need
to end export taxes and other export restrictions on raw materials and, if current
WTO rules are inadequate, they must be strengthened.

V. Conclusion

A strong and vibrant international trading regime requires that the governing
rules be equitable and that they be fairly applied and enforced. The current WTO
system has major problems, particularly in the manner in which disputes are re-
solved—a process that has all too often resulted in the creation of new obligations
that were never agreed by the United States or other WT'O Members. This process
has acted to harm and undermine fundamental U.S. policies in a wide range of
areas, including the enforcement of our trade remedy laws. At the same time, Amer-
icans continue to be disadvantaged by blatantly unfair international rules and prac-
tices—such as inequitable tax rules and foreign currency manipulation.

Resolution of these issues should be a prerequisite for future U.S. participation
in the WTO. These issues are central to the overall fairness of the system and to
the assurance that winners and losers will be determined by market outcomes—
rather than government actions or foreign market-distorting practices. These issues
are also critical in determining whether Americans will continue to support the
WTO and the multilateral trading system.

AISI appreciates the opportunity to comment on this vital topic, and urges the
Subcommittee to examine vigorously the issues we have raised.

———

Statement of Terence P. Stewart, Esq., Stewart and Stewart

EXECUTIVE SUMMARY

The United States, a leader in global trade liberalization, has actively promoted
and supported the World Trade Organization (WTO) throughout the course of its ten
and a half years of existence. Although the WTO Agreement offers unprecedented
opportunities for companies in the U.S. to access new markets, in the U.S.” ten years
of experience, many of those opportunities have been diminished by various trade-
related problems that have gone unresolved since the Uruguay Round of Multilat-
eral Trade Negotiations. Despite overall increases in U.S. trade, four major trade-
related problems have caused a significant imbalance in global trade and have effec-
tively reduced the benefits of U.S. participation in the WTO.

First, on the issue of different treatment of tax systems, the U.S. is seriously dis-
advantaged by the application of WTO rules on taxes. With 136 countries applying
a VAT tax and a worldwide VAT tax average of 15%, the U.S. faces up to a $450
billion total disadvantage to U.S. exports ($180 billion) and export subsidies to im-
port competition ($270 billion).

Second, innovative U.S. industries are being denied the full value of their prod-
ucts due to the “global scourge” of counterfeiting and piracy. In the absence of full
implementation of the TRIPs Agreement and adequate border enforcement, U.S in-
dustries are being denied an estimated $200 to 250 billion per year from counter-
feiting alone.

Third, currency manipulation or misalignment is causing serious market distor-
tions because it acts as both a de facto export subsidy for the foreign products and
a hidden import duty. Without action by the international institutions established
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to govern trade and monetary systems, the U.S. trade deficit is estimated to have
been worsened by $100 billion annually.

Finally, the U.S. is also now faced with responding to WTO dispute settlement
decisions that impose obligations that the U.S. did not agree to and would not have
agreed to had they been included in the agreements at the end of the Uruguay
Round. By engaging in “gap-filling,” not adhering to the appropriate standards of
review, and applying inconsistent interpretive approaches, WT'O panels and the Ap-
pellate Body have acted inconsistently with prior practice under the GATT and prin-
ciples of treaty interpretation. Such “overreaching” is a significant detriment to U.S.
industries.

For the U.S. to take full advantage of the benefits offered by the WTO member-
ship over the next decade, however, it must urgently address those trade-related
problems that have effectively reduced the benefits of U.S. participation in the
WTO.

I. Focusing on the Future of the WTO

The World Trade Organization (WTO), created as a result of the Uruguay Round
of trade negotiations and launched on January 1, 1995, has been in existence for
roughly ten and a half years. The WTO agreements expanded the coverage of the
multilateral trading system to include services and trade related intellectual prop-
erty rights, brought all goods trade under WTO rules and disciplines, established
agreements in areas dealing with certain non-tariff measures such as technical bar-
riers to trade (TBT) and sanitary and phytosanitary measures, called for expanded
liberalization in goods and services and created a dispute settlement system that
results in adopted decisions unless all parties (including the winning party) agree
otherwise. Interest in the WTO’s predecessor, the GATT, increased during the Uru-
guay Round, and other nations that were not members at the beginning of the orga-
nization have lined up in large number to receive the benefits of membership. At
the present time, there are 148 members to the WTO, with 20 of these members
(including China and Taiwan) having joined since the launch of the organization in
1995. Twenty-seven additional applicants (including the Russian Federation, Saudi
Arabia, Vietnam and Ukraine) are in the queue awaiting membership.

The United States has been a champion of a rules-based system for international
trade and has been, for the past decade and most of the period since the original
GATT, one of the leading voices for expanded trade. While there have been many
positive developments from the creation of the WTO, ten years of experience have
also seen an exploding trade deficit in the United States and developments that are
not necessarily understandable in light of the openness of the U.S. market and the
benefits that should flow from expanded liberalization abroad.

There are a number of problems with the current system that need to be ad-
dressed to improve the WTO and to obtain for the United States the benefits that
should flow from a well-functioning rules based trading system. The issues that ur-
gently need to be addressed range in type and in what type of solution is needed/
possible. Some issues have existed for decades and not been addressed. Others may
be viewed as outside the competence of the WTO. Others may need to be addressed
in domestic law versus changes to the trading system. All, however, directly affect
the competitiveness of U.S. agricultural producers, U.S. manufacturers and U.S.
service providers.

As the Ways and Means Committee considers progress in the WTO, I urge it to
work with the Bush Administration to see that the following issues are addressed
on a timely basis so that the trading system provides the benefits to our companies,
workers and communities that American entrepreneurship, creativity and hard
work justify.

II. The state of the U.S. economy today

The Uruguay Round created the WTO and introduced predictable, transparent
and binding rules to the world trading system. In its first ten years of existence,
the WTO has resulted in an exponential growth in global trade. As former U.S.
Trade Representative, Mickey Kantor, observed at the conclusion of the Uruguay
Round, expanded trade opportunities have a profound impact on the domestic econ-
omy, which consists not only of consumers, but also of producers, workers, employ-
ers, employees and services suppliers:

The benefits of trade ripple through our economy. Trade benefits not only the
company that exports, but also the company which produces parts incorporated in
exported products, the insurance agency which insures exporters, and the grocery
store near the exporter’s factory.
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U.S. workers and companies are poised to take advantage of the dynamics of the
global economy, if they have accesss to foreign markets and can be ensured they
are competing on fair terms with their foreign counterparts.t

Former U.S. Trade Representative Robert Zoellick likewise emphasized that open-
ing new markets would benefit each segment of the economy:

When we work with the world effectively, America is economically stronger. Nine-
ty-five percent of the world’s customers live outside our borders, and we need to
open those markets for our manufacturers, our farmers and ranchers, and our serv-
ice companies. Americans can compete with anybody—and succeed—when we have
a fair chance to compete. Our goal is to open new markets and enforce existing
agreements so that businesses, workers, and farmers can sell their goods and serv-
ices around the world and consumers have good choices at lower prices.2

Similarly, at his recent confirmation hearing, Ambassador Portman considered the
most important trade negotiation underway to be the WTO’s Doha Development
Agenda because it has the “potential to substantially reduce tariff and non-tariff
barriers, begin to level the playing field for our agriculture producers, open new
markets for services, and facilitate the more efficient movement of goods across bor-
ders.”3

Since the WTO was created, the U.S. economy has expanded from $7.4 trillion in
1995 to $11.7 trillion in 2004. U.S. GDP is larger now than at any time in the na-
tion’s history. U.S. exports have also increased significantly, growing from $812.2
billion to $1.2 trillion. Imports, however, have grown at an even faster pace, rising
from $904 billion to $1.8 trillion, and the trade deficit has consequently ballooned
from $91 billion in 1995 to more than $600 billion in 2004:

The trade deficit as a percentage of GDP also more than quadrupled during the
period, increasing from 1.2% of GDP to 5.2% of GDP. In agricultural trade, the U.S.
has seen a trade surplus of $26 billion in 1995 steadily decline to a surplus of just
over $7 billion in 2004 and only $1 billion for the first quarter of 2005. The manu-
facturing sector has lost over 3 million jobs since 2000. There is also widespread
and growing concern, recognized by the Administration and Congress, that U.S.
companies can no longer afford to support traditional retirement systems, pensions,
and health care for U.S. workers. Thus, the undeniable import trend over the past
decade is not only a reflection of voracious American consumerism but an important
bellwether of our future if the United States does not call for an improved and re-
balanced WTO.

III. A series of Trade-related problems reduce the benefits of U.S. participation
in the WTO

The WTO international trading system is an important vehicle for the United
States and its trading partners to develop rational trade. The opportunities afforded
by stimulating international trade through increased market access, however, are
limited by a series of trade-related problems which WTO Members have not ad-
dressed within that framework. As explained below, serious discrepancies in the ap-
plication or coverage of current WTO rules have jeopardized U.S. economic interests.
The following problems have resulted in an escalating U.S. trade imbalance that re-
quires urgent attention if the trading system is to deliver the benefits promised.

A. Different Treatment of Tax Systems

The United States is singularly prejudiced by the application of WTO rules to its
tax system. As they currently exist, WTO rules discipline direct and indirect taxes
differently. Under Articles VI and XVI of the GATT 1994, border adjustments are
permitted for indirect taxes but not for direct taxes. Such border tax adjustments
may exist in the form of refunds or remissions of internal taxes paid on products
that are destined for export rather than domestic consumption. Typically, such re-
funded internal taxes are indirect taxes (e.g., sales taxes and value-added taxes
(VAT)) and do not include direct taxes (e.g., income taxes paid by a company). At
present, 136 countries have a VAT tax, and the worldwide VAT tax average is ap-

1Results of the Uruguay Round Trade Negotiations: Hearings Before the Committee on Fi-
nance, 103rd Cong. 211 (1994) (prepared statement of Ambassador Michael Kantor).

2 Statement of Robert B. Zoellick, U.S. Trade Representative before the Committee on Finance
of the U.S. Senate (March 9, 2004).

3 Statement of Robert J. Portman, U.S. Trade Representative-designate before the Committee
on Finance of the U.S. Senate (April 21, 2005).
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proximately 15%.4 In the EU countries alone, the VAT tax can range between 15%—
5%.

In countries such as the U.S., that rely primarily on direct taxes, the price of the
product reflects taxes paid to produce it, regardless of whether the product is des-
tined for export or domestic sale. Consequently, U.S. producers and farmers that ex-
port do not receive the benefit of border tax adjustments that exporters from other
countries that use an indirect tax system receive. This detrimentally affects U.S. ex-
porters in two ways: (1) refunds of indirect taxes result in an export subsidy that
causes unfair competitive advantage; and (2) in addition to paying direct taxes on
the products in the U.S,, if the U.S. producers and farmers export products to a VAT
tax country, those products are also subject to VAT tax, resulting in double tax-
ation.> Moreover, these VAT taxes on U.S. exports are essentially a non-negotiable
duty that is never subject to reduction through rounds of trade negotiations. A
worldwide VAT tax average of approximately 15% ¢ translates to U.S. exports facing
$180 billion in additional competitive disadvantage on our exports. At the same
time, the remission of VAT taxes could be a $270 billion export subsidy to our trad-
ing partners with VAT tax systems. This results in a $450 billion total disadvantage
to U.S. exports. While the U.S. permits rebate of sales taxes that have been paid,
as a general matter, these rebates are much smaller than the VAT taxes imposed
by our trading partners with VAT tax systems.

Congress has continuously recognized the prejudicial effect of disparate treatment
of border taxes and has identified as a principal negotiating objective in the Trade
Act of 2002 the task of obtaining “a revision of the WTO rules with respect to the
treatment of border adjustments for internal taxes to redress the disadvantage to
countries relying primarily on direct taxes for revenue rather than indirect taxes.”?
In the context of the Doha Rules negotiations, the U.S. has only expressed general
concerns regarding disparities in the treatment of different taxation systems and
has suggested that the goal of negotiations “should be to work toward greater
equalization in the treatment of various tax systems—” thereby addressing the prej-
udicial effect that current practices have on trade.® To date, the U.S. has not aggres-
sively pursued this issue by offering specific proposals to satisfy the negotiating
mandate.

The problems and disadvantages caused by the differences in treatment of border
taxes remain one of the primary obstacles to more balanced trade relations between
the U.S. and its major trading partners. In order to correct these disparities and
to preserve the nation’s sovereign right of taxation, the U.S. must either submit fur-
ther proposals in the Rules negotiations and must actively pursue modifications to
the GATT 1994 and the SCM Agreement so as to equalize the treatment of direct
and indirect tax systems or it must pursue neutralization of the disadvantage
through a modification of the existing U.S. tax system.

B. Inadequate Intellectual Property Enforcement

As a leading exporter of products protected by copyrights or patents, the United
States was an advocate of strong intellectual property provisions in the TRIPs
Agreement. Yet, full implementation of TRIPs obligations, particularly the enforce-
ment provisions, has not yet been achieved in certain countries and has led to “un-
acceptably high” levels of piracy and counterfeiting of U.S. intellectual property. For
example, just hours after the first showing of Star Wars: Episode III—Revenge of
the Sith, a pirated copy was available on the Internet.® The World Customs Organi-
zation has estimated that global counterfeiting amounted to more than $500 billion
in lost sales last year with the majority of that originating in China.1© Thus, despite
U.S. innovation and competitiveness, U.S. industries are being denied the full value
of their products, in both domestic and export markets. As a result, the USTR esti-

4The Value Added Tax—Experiences and Issues, Background Paper prepared for the Inter-
national Tax Dialogue Conference on the VAT, Rome, March 15-16, 2005, available at
www.itdweb.org.

5The discrepancies between the direct and indirect tax systems also undermine the benefits
of tariff concessions granted by Members.

6The Value Added Tax—Experiences and Issues, Background Paper prepared for the Inter-
national Tax Dialogue Conference on the VAT, Rome, March 15-16, 2005, available at
www.itdweb.org.

719 U.S.C. §3802(b)(15). A nearly identical principal negotiating objective was also identified
in the Omnibus Trade and Competitiveness Act of 1988, 19 U.S.C. §2901(b)(16).

8 Communication from the U.S. of March 19, 2003, TN/RL/W/78, p. 4 (March 19, 2003).

9USTR, 2005 Special 301 Report, at 2 (Executive Summary) (April 29, 2005); Adam Pasick,
Final ‘Star Wars’ film leaked to the Internet, Reuters, May 20, 2005, available at http:/
today.reuters.co.uk.

10 See Fakes!, Business Week, February 7, 2005.
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mates that losses to U.S. industries alone from counterfeiting amount to between
$200 to 250 billion per year.l1

The USTR has acknowledged the rapid explosion of counterfeit and pirated goods
around the world and identified significant concerns with respect to Argentina,
Brazil, China, Egypt, India, Indonesia, Israel, Kuwait, Lebanon, Pakistan, Para-
guay, the Philippines, Russia, Turkey, Ukraine, and Venezuela. Counterfeiting and
digital piracy have developed into a “global scourge” harming companies, consumers,
government revenue, and workers. According to USTR, stronger and more effective
border enforcement is necessary to stop the import, export, and transit of pirated
and counterfeit goods.12

In granting trade promotion authority in 2002, Congress identified as a principal
negotiating objective the promotion of adequate and effective protection of intellec-
tual property rights through, inter alia, ensuring the accelerated and full implemen-
tation of the TRIPs Agreement particularly with respect to meeting enforcement ob-
ligations under that agreement. WTO Members should address this abuse of the
global trading system in the Doha Round or otherwise adopt additional measures
to ensure that intellectual property rights remain in the hands of innovators.

C. Foreign Currency Manipulation or Misalignment

Currency manipulation or misalignment causes serious market distortions that
have been identified as a problem by U.S. manufacturers and members of Con-
gress.13 Concern in Congress has led to a number of proposals to address the issue,
including, for example, a bill introduced by Senators Charles Schumer (D-NY) and
Lindsey Graham (R—SC) that would impose a 27.5% additional duty on Chinese im-
ports, and a separate bill introduced by Representatives Duncan Hunter (R—CA) and
Tim Ryan (D-OH) that would treat currency manipulation as a countervailable ex-
port subsidy or a market disruption.

Currency manipulation or misalignment occurs when foreign governments set ex-
change rates by pegging their currencies to the U.S. dollar and intervening in the
currency market to maintain their exchange rates at that set level. This acts as a
de facto export subsidy for the countries manipulating their currencies. It simulta-
neously acts as a hidden duty on imports, which is not reachable in market access
negotiations. The result is a serious misallocation of economic resources, which cre-
ates trade distortions and undermines stability. Undervalued currencies, in par-
ticular, produce false market signals—making it appear that industries in the coun-
try with an undervalued currency are more competitive than they actually are, lead-
ing to overexpansion of production and export flooding in particular products. For
instance, since 1994, China has pegged its currency exchange rate at 8.28 yuan to
the dollar. As has been detailed by various economists and other groups, such as
the Fair Currency Alliance and the China Currency Coalition, the yuan is currently
significantly undervalued. As a result, Chinese goods compete domestically and
internationally at prices that are artificially low hurting U.S. producers in the U.S.
market, in the Chinese market and in third country markets.

While, at present, China has been particularly singled out as a country with an
undervalued currency that has had substantial negative effects on trade, other coun-
tries have also engaged in similar unwarranted interference in the value of their
currencies. For example, Japan, South Korea and Taiwan have made frequent inter-
ventions to purchase U.S. dollars to maintain their exchange rates or minimize the
appreciation of their currencies.!* Together, these three countries plus China hold
$1.9 trillion of official reserves, which reflects an increase of more than $600 billion
since 2003.15 They also account for over 40% of the U.S. trade deficit.

The effects of currency manipulation on the U.S. economy have been staggering.
Economists have estimated that the Chinese currency is undervalued by as much
as 40% or more and that the effect of undervaluation by the four countries is that
the U.S. trade deficit is about $100 billion larger than it would otherwise be.16

11USTR, 2005 Special 301 Report, at 3 (Executive Summary) (April 29, 2005).

12USTR, 2005 Special 301 Report, at 2—-3 (Executive Summary) (April 29, 2005); USTR, 2004
Special 301 Report, at 2 (Executive Summary) (May 1, 2003).

13 See U.S. Dept. of Commerce, Manufacturing in America: A Comprehensive Strategy to Ad-
dress the Challenges to U.S. Manufacturers (January 2004) at 52.

14See  “Monthly Currency Manipulation Monitor,” Coalition for a Sound Dollar,
www.sounddollar.org (accessed May 23, 2005).

15 Compare Report to Congress on International Exchange Rate and Economic Policies (Octo-
ber 2)003) with Report to Congress on International Exchange Rate and Economic Policies (May
2005).

16 See Testimony of Franklin J. Vargo, National Association of Manufacturers, before the
House Committee on International Relations, Hearing on U.S.-China Ties: Reassessing the Eco-
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The International Monetary Fund (IMF) has responsibility to “exercise firm sur-
veillance over the exchange rate policies” of member countries.'” However, the IMF
has not acted to curb market distortions caused by currency manipulation or mis-
alignment. Currency manipulation is not defined in the IMF Agreement and, in
2003, the IMF found “no clear evidence that [China’s] renminbi is substantially un-
dervalued.” In 2004, the IMF noted that “greater exchange rate flexibility remains
in China’s best interest,” but the Fund took no action to bring about such flexi-
bility.1® The IMF has abandoned its responsibility in this area of international mon-
etary regulation and the U.S. economy has suffered greatly because of this inaction.

The focus of the WTO is trade liberalization. However, the current rules have
proven ineffective at reaching the de facto subsidies and hidden import duties that
result from currency manipulation or misalignment. WTO Members are not sup-
posed to use exchange action to frustrate the intent of the trade agreements and
are prohibited from providing export subsidies on manufactured goods, but these
agreed principles have not been enforced to address currency manipulation or mis-
alignment and ensure a level playing field. The U.S. is engaged bilaterally with
China to obtain a fair exchange rate, but this issue is not a subject of multilateral
negotiations in the WTO Doha Round, and China has moved very slowly in cor-
recting the bias they have created. The needs of many sectors of the U.S. economy
for a restoration of economic rationality in the value of the Chinese currency cannot
await the likely years of internal reforms needed for to achieve a real float. A sub-
stantial upward revaluation of the yuan (e.g., by 40%) is needed now and it is also
important that the U.S. work with other trading partners, including Japan, Korea,
and Taiwan to ensure a restoration of exchange rate equilibrium for their currencies
vis-a-vis the U.S. dollar. The concern is that the international institutions estab-
lished to govern the trade and monetary systems are failing or abdicating their re-
sponsibility to address this issue and the result is significant damage to the U.S.
economy. The international institutions established to govern trade and monetary
systems must address this issue to avoid significant additional damage to the U.S.
economy.

D. WTO Dispute Settlement Decisions That Rewrite Agreements

The United States is also now faced with responding to WTO dispute settlement
decisions that impose obligations that the United States did not agree to and would
not have agreed to had they been included in the agreements at the end of the Uru-
guay Round. In 1995, the Dispute Settlement Understanding (DSU) put into place
an experimental dispute settlement system that allowed for automatic adoption of
decisions in international trade disputes. Moreover, the DSU created a system of ac-
countability for Members’ compliance with the covered agreements. In the DSU, the
U.S. (and other countries) conditioned its acceptance of binding dispute settlement
on the basis of its understanding that obligations not otherwise agreed to would not
be created by the dispute settlement process. Indeed, DSU Articles 3.2 and 19.2 ex-
plicitly prohibit panels, the Appellate Body, and the Dispute Settlement Body (DSB)
from making findings or recommendations that “add to or diminish the rights and
obligations provided in the covered agreements.” 19 Instead, WT'O Members have the
exclusive authority to amend or adopt interpretations of the WT'O Agreement pursu-
ant to Article IX and X of the Marrakesh Agreement Establishing the WTO.

While most countries are generally pleased with the functioning of the WTO dis-
pute settlement system, some systemic issues have arisen that involve the proper
functioning of the DSU. Following the Uruguay Round, the U.S. amended its trade
remedy laws to be fully consistent with WTO obligations. Moreover, the U.S. be-
lieved that the Antidumping Agreement’s “special standard of review to be applied
by WTO panels in resolving antidumping disputes” would “preclude panels from sec-
ond-guessing U.S. antidumping determinations and from rewriting the terms of the

nomic Relationship at 2, 4 (October 21, 2003); Chinese Currency Manipulation and the U.S.
Trade Deficit, Statement Before the U.S.-China Economic and Security Review Commission by
Ernest H. Preeg, Senior Fellow in Trade and Productivity, Manufacturers Alliance/MAPI (Sep-
tember 25, 2003).

17 Articles of Agreement of the International Monetary Fund, Article VI, Section 3.

18“TMF Concludes 2003 Article IV Consultation with the People’s Republic of China,” Public
Information Notice (PIN) No. 03/136 (November 18, 2003); “IMF Concludes 2004 Article IV Con-
sultation with the People’s Republic of China,” Public Information Notice (PIN) No. 04/99 (Au-
gust 25, 2004).

19 Understanding on Rules and Procedures Governing the Settlement of Disputes, Apr. 15,
1994, arts. 3.2 & 19.2, in World Trade Organization, The Results of the Uruguay Round of Mul-
tilateral Trade Negotiations 354 (2001).
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Antidumping Agreement under the guise of legal interpretation.” 20 Despite this un-
derstanding, over the last ten years there have been a host of losses in WTO dispute
settlement cases in which covered agreements have been interpreted in a manner
that, in the view of many, has created new obligations for the U.S. and other WTO
Members.

The conflict regarding the creation of new rights and obligations flows from three
systemic problems. First, WT'O panels and the Appellate Body have adopted the ap-
proach of taking unto themselves the right to fill “gaps” or “silences” in agreements
and to increasingly disregard negotiating history when language in an agreement
is deemed ambiguous. This approach is inconsistent with practice under the GATT
and principles of treaty interpretation and effectively encourages Members to seek
to achieve through dispute settlement what they were unable to achieve in negotia-
tion. Second, in their efforts to clarify covered agreements, panels and the Appellate
Body, when faced with multiple possible definitions, will not generally approach
their task asking whether or not the Member’s choice is reasonable, possible, or per-
missible. In so doing, panels and the Appellate Body have failed to honor the stand-
ard of review provisions contained in the covered agreements (DSU Arts. 3.2 and
19.2; ADA Art. 17.6) by ignoring that Members are presumed to be in conformity
with their WTO obligations. Finally, the interpretative approaches taken by panels
and the Appellate Body are inconsistently applied from case to case and agreement
to agreement. For example, the Appellate Body has read GATT Article XIX and the
Safeguards Agreement provisions together, but has not generally read GATT Article
VI and the Antidumping Agreement provisions together.

As a result of these systemic problems and in conflict with the principles of sov-
ereignty, the WT'O Agreements are being modified in ways the U.S. neither accept-
ed, nor would have accepted, during negotiations. It is implausible that a major user
who actively participated in the negotiations on the Antidumping, SCM, and Safe-
guards Agreements in the Uruguay Round to ensure general conformity of the
agreements with its existing practices would be subject to roughly 40% of requests
for consultations citing violations of those agreements even though accounting for
only an estimated 15% of the cases initiated. This disparity and the failure of panels
and the Appellate Body to follow prior rules of construction and the special dispute
settlement provisions in the Antidumping Agreement have undermined the percep-
tion of objectivity and fairness of the WTO dispute settlement process.

The problem of the creation of rights or obligations, or “overreaching,” by WTO
dispute settlement panels and the Appellate Body has been recognized and criticized
by the U.S. Congress and the Administration. In fact, the Trade Act of 2002 reflects
Congress’ concern with the “pattern of decisions by dispute settlement panels of the
WTO and the Appellate Body to impose obligations and restrictions” on the use of
trade remedies and the appropriate application of the standard of review contained
in the Antidumping Agreement.2! The Trade Act of 2002 includes the “overall” nego-
tiating objective of “further strengthen[ing] the system of international trading dis-
ciplines and procedures, including dispute settlement. . . .”22 The Administration
has also recognized that “aspects of several recent reports by WTO panels and the
Appellate Body have departed from” the clear requirements to “ground their anal-
yses firmly in the agreement text and accept reasonable, permissible interpretations
of the WTO agreements by the Members.” 23 In DSB meetings, the U.S., in addition
to many other WT'O Members, has objected to the problem of “overreaching” by
WTO dispute settlement bodies with respect to a wide range of WTO agreements.
Despite these objections by WTO Members, the U.S. Congress and the U.S. Admin-
istration, the problem of “overreaching” has continued to date.

During the course of the Doha negotiations, the U.S. has made proposals aimed
both at reforming the DSU and modifying specific WT'O agreements (e.g., Anti-
dumping Agreement and Agreement on Subsidies and Countervailing Measures) in
order to address aspects of adverse WTO panel or Appellate Body decisions. While
the initial U.S. DSU proposals have raised important systemic issues, and the Rules
proposals have addressed specific problems created by WTO panel or Appellate Body
decisions, a comprehensive solution to this problem should be formulated. To many
industries, achievement of the correction of this issue is critical to a successful out-
come to the Doha negotiations.

20 Statement of Administrative Action to the Uruguay Round Agreements Act, H. Doc. 103—
316, Vol. 1, 103d Cong., 2d Sess. 807 (1994).

2119 U.S.C. §3801(b)(3)(A) & (B).

2219 U.S.C. §3802(a)(3). Congress also identified seven “principal trade negotiating objectives”
regarding dispute settlement and the enforcement of trade agreements. 19 U.S.C. §3802(b)(12).

23 Executive Branch Strategy Regarding WTO Dispute Settlement Panels and the Appellate
Body—Report to the Congress Transmitted by the Secretary of Commerce, 8 (Dec. 30, 2002).
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E. Loss of U.S. Agricultural Trade Surplus

The Uruguay Round produced the first multilateral trade agreement covering ag-
riculture which was expected to reduce barriers to export markets and trade-distor-
tive subsidies. As a leading exporter of agricultural products, the United States an-
ticipated that the WTO Agreement on Agriculture would significantly expand mar-
kets for U.S. agricultural products.

According to WTO trade statistics, however, the U.S. share of agricultural exports
has dropped from over 14% of total world exports, by value, in 1990 to over 11%
of total world exports, by value, in 2003 while the export shares of other major agri-
cultural exporters, such as Brazil, China, and Thailand, have increased.24 Indeed,
the U.S. trade balance in agriculture products dwindled from a high of $26.7 billion
in 1996 to $7.2 billion in 2004: 25

The U.S. Department of Agriculture predicts that the U.S. agricultural trade bal-
ance will reach 0 in fiscal year 2005.26

The agricultural trade balance figures are disturbing and reflect a fundamental
imbalance in global agricultural trade disadvantaging the U.S., as a highly competi-
tive agriculture producer. There may be many potential causes of what appears to
be an undeniable trend. For example, U.S. agricultural trade has been affected by
the role of state trading enterprises and agricultural conglomerates and their impact
on prices and the ability of fragmented producers to cover their costs. A host of re-
strictive sanitary and phytosanitary measures have also been identified as limiting
agricultural trade flows.2” Given that U.S. agricultural exports are estimated to pro-
vide over 900,000 jobs to U.S. workers, it is critical that the United States identify
those causes and address them in the short term. Yet, while the Doha Round nego-
tiations on agriculture will address market access and subsidies, it should also
evaluate whether special rules are needed for all or some parts of agricultural trade
to account for the special characteristics of such trade (e.g., perishability) and
should evaluate whether the SPS Agreement is achieving its objective, whether in-
creased harmonization is needed or desirable and what abuses may be occurring.28

IV. U.S. interests call for an improved and rebalanced wto

Over the last ten years, the WTO has extended trade rules beyond GATT’s cov-
erage of goods to cover sectors such as services and trade related intellectual prop-
erty rights and has brought certain parts of good trade fully under WTO rules (agri-
culture and textiles). The WTO has provided a general framework for the applica-
tion of uniform standards and an important forum for Members to address measures
that do or can restrict international trade. At the same time, however, there has
been a serious erosion in the U.S. balance of trade which flows from many factors,
including gaps in the WTO agreements, an imbalance in rights and obligations of
the U.S. and other Members in the tax arena, and a systemic failure to adhere to
restrictions protecting those rights and obligations. While the Doha Round will offer
another opportunity for Members to improve disciplines on a host of issues ranging
from agricultural subsidies to regional trade agreements, most of the issues raised
in this statement are not being pursued in those negotiations. For the U.S. to take
full advantage of the benefits offered by the WTO membership over the next decade,
however, they must be addressed on a fairly urgent basis. The U.S. must demand
more comprehensive agreements, greater institutional accountability in WTO dis-
pute settlement, and a better balance for our national interests.

————

Statement of Lori Wallach, Public Citizen’s Global Trade Watch

On behalf of Public Citizen’s 200,000 members, I thank the Committee for the op-
portunity to share my organization’s views on the record of the World Trade Organi-
zation (WTO). Public Citizen is a nonprofit citizen research, lobbying and litigation
group based in Washington, D.C. with offices in Austin, TX and Oakland, CA. Public
Citizen, founded in 1971, accepts neither government nor corporate funds. Global

24WTO International Trade Statistics 2004, at Table IV.9, available at http:/www.wto.org/
english/res—e/statis—e/its2004—e/its04—bysector—e.htm.

25 ERS/USDA (updated February 11, 2005).

26 USDA Agricultural Baseline Projections to 2014, February 2005, at 67.

27 See, e.g., National Foreign Trade Council, Inc., Looking Behind the Curtain: The Growth of
Trade Barriers that Ignore Sound Science at 10 (May 2003).

28 USTR, 2005 Trade Policy Agenda and 2004 Annual Report, Section II, at 8 (March 2005).
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Trade Watch is the division of Public Citizen founded in 1995 that focuses on gov-
ernment and corporate accountability in the globalization and trade arena.

On the basis of the ten-year record of the WTO in operation, Public Citizen urges
Congress to demand a transformation of the current global ‘trade’ rules which have
not only failed to achieved the economic gains we were promised when Congress de-
bated the establishment of the WTO in 1994, but have resulted in unacceptable re-
versals in an array of non-trade, non-economic policies and goals which promote the
public interest in the United States and abroad. While this hearing is focused on
the WTO’s record, I urge the committee to hold a future hearing about ideas for
transforming the current system to one that is more economically and environ-
mentally sustainable and democratically accountable. Unfortunately the Bush Ad-
ministration’s March annual trade report to Congress, which was also to be under-
stood as fulfilling its statutorily required five-year report on the WTO, did not sat-
isfy the statutory language by answering the specific questions set forth there which
were designed to measure both the positive and negative results of the WTO on the
United States. Rather, the March 1 report only touted the Administration’s view of
the WTO’s benefits for the United States.

We have spent the last ten years closely monitoring and documenting the out-
comes of numerous trade agreements. Beginning in 2001, we compiled these find-
ings for a book released in 2003, entitled Whose Trade Organization? A Comprehen-
stve Guide to the WTO. This book is unique in its examination of the effect of WTO
rules on economic well-being and development, agriculture and food safety, the envi-
ronment, public health, and democratic policy-making. This testimony summarizes
and updates the major findings of the book, but I encourage any interested member
of this committee to read the entire book, and we will gladly furnish a complemen-
tary copy to your office

During the Uruguay Round negotiations of the General Agreement on Tariffs and
Trade (GATT) which established the WTO and over a dozen new substantive agree-
ments it would enforce, Public Citizen raised concerns about the implications of es-
tablishing such broad global rules on non-trade matters in the context of an inter-
national regime whose goal was expanding trade. While expanded trade has the
ability to bring benefits to consumers, workers, and farmers, setting broad non-trade
rules in a body whose aim was trade expansion, threatened to undermine an array
of consumer, environmental and human rights goals, the implementation of which,
sometimes limits trade, such as in food containing banned pesticides. Effectively our
concern was that the WTO did not mainly cover ‘trade,” but rather served to imple-
ment a much more expansive corporate globalization agenda that required countries
to change their domestic policies worldwide to meet the needs and goals of the
world’s largest multinational business interests.

We also raised deep concerns about the WTOQO’s threat to citizen-accountable,
democratic policy-making processes—in which the people who would live with the
results participate in making decisions and are able to alter policies that do not
meet their needs. While some problems require a global approach—such as
transboundary environmental problems or weapons proliferation—others, such as
setting domestic food or product safety standards or developing policies to ensure
a countries’ inhabitants have access to affordable medicine or basic services such as
healthcare, education, transportation, water or other utilities do not require global
redress and moreover, setting global rules on these matters can undermine demo-
cratic policy making that reflects the needs and desires of different countries’ inhab-
itants at different times.

We sought to alert Congress as to what a dramatic shift WTO would affect in how
and where non-trade policy would be set. Yet even in this hearing, much of the focus
remains on the important, but not singular implications of the WTO on trade flows.
While the GATT covered only traditional trade matters, such as tariffs and quotas,
with respect only to trade in goods, the WTO included agreements setting terms on
the service sector; food, environmental and product safety standards; patents and
copyrights; investment policy; and even the terms by which countries could make
procurement decisions regarding their domestic tax dollars. The operative term of
the WTO requires that “all countries shall ensure conformity of their domestic laws,
regulations and administrative procedures” to all of these broad WTO requirements.
As well, the WTO’s Dispute Settlement Understanding (DSU) provided for a strin-
gent enforcement mechanism, subjecting countries who fail to conform their domes-
tic policies to the WTO dictates to trade sanctions after a tribunal process that does
not guarantee the basic due process protections afforded by U.S. law, such as open
heariligs, access to documents, conflict of interest rules for tribunalists, or outside
appeals.

In 1990 when Public Citizen began working on the Uruguay Round, we were not
particularly focused on the potential implications for poor country development or
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on U.S. wages, income inequality or jobs. However, over 15 years of working on the
GATT and then WTO, our relationships with developing country economists and pol-
icy experts, as well as our tracking of economic trends, has expanded the scope of
our focus.

Now, after a decade of tracking the WTO’s actual outcomes, Public Citizen’s con-
cerns about the WTO have grown dramatically. We have worked internationally
with civil society and governments to promote a transformation of the existing glob-
al “trade” rules contained in the WTO and oppose the expansion of the scope of the
WTO. Yet, even as the negative consequences of the current rules and the model
they represent increase, the current Doha Round WTO negotiations fail to address
he existing problems and instead are designed to expand the WTO’s jurisdiction into
yet greater non-trade matters.

The WTO’s Controversial Dispute Settlement Procedure

Unlike the GATT, which required consensus to bind any country to an obligation,
the WTO is unique among international agreements in that its panel rulings are
automatically binding and only the unanimous consent of all WTO nations can halt
their implementation. These rulings are backed up by trade sanctions which remain
in place until a WTO-illegal domestic policy is changed. Among our analysis of WTO
decisions between 1995 and 2003 are the following findings:

e U.S. Domestic policies from gambling regulations to tax policies have
been repeatedly ruled against by run-away WTO panels. The recent WTO
gambling case is the most recent demonstration that when expansive ‘trade’
rules come up against public interest laws before WTO tribunals, nondiscrim-
inatory, democratically-created domestic policies can be undercut. Among the
WTO panel’s outlandish decisions in that case, where the Caribbean nation of
Antigua challenged various U.S. state and federal anti-gambling laws, were the
following: The entire U.S. gambling sector is covered by provisions within the
WTO’s General Agreement on Trade in Services (GATS) irrespective of the in-
tention of U.S. trade negotiators. As such, the ability of the U.S. government
to regulate not only Internet but ALL forms of gambling at the federal, state
and local level is limited by the rules of GATS. The panel also announced that
GATS rules forbidding numerical restrictions on covered services means that a
ban on an activity in a GATS-covered sector, even if applied to domestic and
foreign service providers alike, is a “zero quota” and thus a violation of GATS
rules—with broad implications for bans on an expansive range of pernicious ac-
tivity. These two elements of the ruling mean that the U.S. is exposed to future
WTO challenges in light of limits on gambling common in many states, as well
as assorted exclusive supplier arrangements, such as with Indian tribes, and
state monopoly gaming, such as the 43 U.S. states and territories which use lot-
teries to raise revenues. Thus, the WTO panel, in this case, interpreted that a
GATS exception for “laws necessary to protect public morals,” could be applied
if the U.S. eliminates discrepancies between the way in which it regulates do-
mestic and foreign providers, including through the U.S. Interstate Horseracing
Act, which waives the three laws challenged by Antigua for certain domestic
firms. A week later, a WTO tribunal issued a ruling on the same necessity text
within the GATS exceptions clause in a case having to do with the Dominican
Republic’s alcohol distribution system which explicitly contradicted the inclusive
reading in the gambling case. At a minimum this conflict in rulings shows that
the lenient decision in the gambling case with regards to the necessity test is
not a settled WTO standard. Some WTO observers wonder if the sudden switch
back to the past, narrow ruling on the necessary test points to the political na-
ture of the WTO dispute process and an attempt to avoid an explosive WTO
ruling just before the U.S. Congress takes up the WTO ten year review.

e With only two exceptions, every health, food safety or environmental
law challenged at the WTO has been declared a barrier to trade. The
exceptions have been the highly-politicized challenge to France’s ban on asbes-
tos and a WTO compliance panel’s determination that after losing a WTO case
on the Endangered Species Act turtle protection regulations, the U.S. had weak-
ened the law to sufficiently comply with the WTO’s orders.

e In most WTO cases, the country that launches the challenge wins. As
a result, mere threats of WT'O action now cause many nations to change their
policies. The challenging country at least partially prevailed in an astonishing
102 out of 118 completed WTO cases—a success rate of 86.4 percent.

e Important U.S laws ruled illegal at the WTO. In 42 out of 48 cases brought
against the United States in which a WTO panel has made a ruling, or 85.7
percent of the time, the WTO has labeled as illegal policies ranging from sea
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turtle protections and clean air regulations to tax and antidumping policies. The
United States also lost two high-profile cases that it brought against EU com-
puter tariff classifications and Japan’s film policies.

e U.S. trade safeguard laws have been successfully challenged numerous
times in the WTO. One of the most politically sensitive aspects of Congress’
1994 consideration of the WTO was the degree to which U.S. trade safeguard
law would have to be changed to conform to the related WTO agreements. Con-
gress was promised that our laws would remain effective, yet, a decade later,
the United States has not been able to successfully defend any of our safeguard
laws in 14 out of 14 completed cases brought by other countries against our
safeguards on products ranging from steel to lamb to wool shirts. Furthermore,
the United States has lost 11 out of 15 anti-dumping or countervailing duties
cases. Additionally, Doha Round “Rules” negotiations are poised to translate
these WTO cases against the U.S. into new, more expansive limits on U.S. do-
mestic trade safeguard laws. Meanwhile despite promises that other U.S. trade
laws, such as Section 301, would remain operational under a WTO regime, the
U.S. withdrew a case against Japan regarding anticompetitive practices in film
trade after it became clear that use of Section 301 sanctions would be prohib-
ited under WTO rules.

e The process is closed, narrow and unbalanced. Our concerns about the
WTO dispute resolution process have born out. Complaints are typically filed
at the request of business interests with no opportunity for input from other
interested parties.The WTO Secretariat selects panel members from a roster
formed using qualifications that ensure a bias towards the WTO’s primacy. Pan-
elists’ identities are not disclosed and there is no requirement that they disclose
conflicts of interest they might have in deciding cases. Tribunals meet in closed
sessions and proceedings are confidential unless a government voluntarily
makes its submissions public.Far from being a neutral arbiter, the singular and
explicit goal of the dispute settlement process is to expand trade in goods and
services. Increasingly, WTO panels have rewritten WTO provisions with their
broadlinterpretations, a situation that can find no remedy as there is no outside
appeal.

The WTO Decade and the U.S. Economy: Exploding U.S. Trade Deficits, In-
creased Income Inequality, Stagnant Real Wages, and the Loss of 1 in
6 U.S. Manufacturing Jobs

In the early 1990s, many economists argued that the opening of foreign markets
for U.S. exports under WTO (and NAFTA) would create U.S. jobs and increase in-
come for U.S. workers and farmers. When Congress was preparing to vote on WTO
in 1994, the President’s Council of Economic Advisers informed Congress that ap-
proval of the package would increase annual U.S. GDP by $100-200 billion over the
next decade. Others claimed that the WTO’s adoption would lead to a decline in the
U.S. trade deficit. President Clinton even went so far as to promise that that the
average American family would gain $1,700 in income annually from the WTO’s
adoption, which would have meant that the U.S. real median family income would
have been upwards of $65,000 in 2005, or a nearly 35 percent increase since 1995.
These growth projections have been shown to be wildly off the mark.

e U.S. Median Income Growth Meager: U.S. median income grew only 8 per-
cent to $52,680 in 2003—the latest numbers available. There is little reason to
think that this has improved in 2004-05, since median real wages have not
grown since that time. In fact, the U.S. real median wage has scarcely risen
above its 1970 level (only 9 percent), while productivity has soared 82 percent
over the same period, resulting in declining or stagnant standards of living for
the nearly 70 percent of the U.S. population that does not have a college degree.

e Trade Deficit Soars as Imports Boom: During the WTO era, the U.S. trade
deficit has risen to historic levels, and approaches six percent of national in-
come—a figure widely agreed to be unsustainable, putting the U.S. economy at
risk of lowered income growth in the future. Soaring imports during the WTO
d(i;:ade have contributed to the loss of nearly one in six U.S. manufacturing
jobs.

o U.S. Has Suffered a Good—dJob Export Crisis: Another factor contributing
to this job loss is the shift in investment trends, with China overtaking the
United States in 2003 as the leading target for FDI. WTO Trade Related Invest-
ment Rules, (TRIMs), limit the ability of countries to set conditions on how for-
eign investors operate in other countries, making it more appealing for manu-
facturers to seek lower wages by relocating. Meanwhile, WTO terms guaranteed
low tariff access for products made in low wage countries back into wealthy
markets while forbidding rich countries from setting labor or other standards
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such products must meet. The type and quality of jobs available for workers in
the U.S. economy has dramatically shifted during the WTO decade, with work-
ers losing to imports or offshoring their higher wage manufacturing jobs (which
often also provided health care and other benefits) and finding reemployment
in lower wage jobs. Labor Department data shows that such workers lose up
to 27 percent of their earnings in such shifts.

e U.S. Income and Wage Inequality Have Jumped: During the WTO decade
these trends have resulted in U.S. income and wage inequality increasing mark-
edly. In 1995, the top five percent of U.S. households by income made 6.5 times
what the poorest 20 percent of households made, while this gap grew by nearly
10 percent by 2003. In wages, the situation was comparable. In 1995, a male
worker that ranked at the 95th percentile in wages earned 2.68 times what a
worker at the 20th percentile earned. By 2003, that gap had widened nearly 8
percent. Nearly all economists agree that increased trade has partially driven
this widening inequality. One study by the non-partisan Center for Economic
and Policy Research found that trade liberalization has cost U.S. workers with-
out college degrees an amount equal to 12.2% of their current wages. For a
worker earning $25,000 a year, this loss would be slightly more than $3,000 per
year. William Cline, at the pro-WTO Institute for International Economics, esti-
mates that about 39 percent of the actually observed increase in wage inequal-
ity is attributable to trade trends.

e Job Export Crisis Is Expanding from Manufacturing to High Tech and
Services: While some commentators, such as Nike CEO Phil Knight, have fa-
mously argued that this decline in assembly-line U.S. manufacturing is a result
of “Americans simply not wanting to make shoes for a living,” job loss and wage
stagnation is increasingly affecting workers in those sectors where the United
States is understood to have a comparative advantage, such as professional
services and high technology. Studies commissioned by the U.S. government
have shown that as many as 48,417 U.S. jobs—including many in high-tech sec-
tors—were offshored to other countries in the first three months of 2004 alone.
This trend does not appear to be slowing down, as 3.3 million high-end service
sector jobs—including physicians, computer programmers, engineers, account-
ants and architects—are all forecast to be outsourced overseas in the next dec-
ade. Another study by the Progressive Policy Institute, a think-tank associated
with the pro-WTO faction of the Democratic Party, found that 12 million infor-
mation-based U.S. jobs—54 percent paying better than the median wage—are
highly susceptible to such offshoring.

This manufacturing and high-tech job loss has had direct impact on workers’ abil-
ity to bargain for higher real wages. Studies commissioned by the U.S. government
show that as many as 62 percent of U.S. union drives face employer threats to relo-
cate abroad, with the factory shut-down rate following successful union certifications
tripling in the years after WTO relative to the years before.

In short, few of the claims made about the U.S. economic benefits that would flow
from greater trade liberalization can be shown to have been close to accurate. This,
however, has not stopped another round of WTO expansion from being launched,
accompanied by a new set of promises.

The WTO and the Developing World: Do As We Say, Not As We Did

The WTOQO’s failure to deliver the promised economic gains in the United States
has also been mirrored abroad. Despite a paucity of evidence, think tanks, public
opinion-makers and newspapers editorials have continued to relentlessly promote
the notion that developing countries are the primary beneficiaries of WTO
globalization. After a decade of the WTO, few if any of the promised economic bene-
fits have materialized for developing countries. For many, poverty and inequality
have worsened, while nearly all countries have experienced a sharp slowdown in
their rates of economic growth.

o Poverty on the Rise. The number and percentage of people living on less than
$1 a day (the World Bank’s definition of extreme poverty) in the regions with
some of the worst forms of poverty—Sub-Saharan Africa and the Middle East—
have increased since the WTO went into effect, while the number and percent-
age of people living on less than $2 a day has gone up in the same time for
these regions, as well as for Latin America and the Caribbean. The number of
people living in poverty has gone up for South Asia, while the rate of reduction
in poverty has slowed nearly worldwide—especially when one excludes China,
where huge reductions in poverty have been accomplished, but not by following
WTO-approved policies given China only became a WTO member in 2001.
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e Slowdown in global growth rates under WTO model. The per-capita in-
come growth rates of developing regions before the period of structural adjust-
ment and WTO liberalization are higher than the growth rates after the coun-
tries implemented the WTO—International Monetary Fund (IMF) model, many
aspects of which are locked in through the WTO’s services, investment, intellec-
tual property and other agreements. For low and middle-income countries, per
capita growth between 1980 and 2000 fell to half of that experienced between
1960 and 1980. Latin America’s per-capita GDP grew by 75% between 1960—
1980; however, between 1980-2000—the period during which these countries
adopted the package of economic policies required by the WTO and IMF—it
grew by only six percent. Even when one takes into account the longer 1980—
2005 period, there is no single 25-year window in the history of the continent
that was worse in terms of rate of income gains. Sub-Saharan Africa’s per-cap-
ita GDP grew by 36% between 1960-1980 but declined by 15% between 1980—
2000. Arab states’ per-capita GDP declined between 1980-2000, after it grew
175% between 1960-1980. South Asia, South East Asia and the Pacific all had
lower per-capita GDP growth, subsequent to 1980 than in the previous 20 years.
(Only in East Asia was this trend not sustained, but only because China’s per-
capita GDP quadrupled during this period prior to China joining the WTO).

e Developing countries that did not adopt the package fared better: In
sharp contrast, nations like China, India, Malaysia and Vietnam, that chose
their own economic mechanisms and policies through which to integrate into
the world economy had more economic success. These countries had among the
highest growth rates in the developing world over the past two decades—despite
ignoring the directives of the WTO, IMF or World Bank.

e Gap between rich and poor widens. Instead of generating income conver-
gence between rich and poor countries, as WTO proponents predicted, the cor-
porate globalization era of the 1990s exacerbated the income inequality between
industrial and developing countries, as well as between rich and poor within
many countries. According to one United Nations study, “in almost all devel-
oping countries that have undertaken rapid trade liberalization, wage inequal-
ity has increased, most often in the context of declining industrial employment
of unskilled workers and large absolute falls in their real wages, on the order
of 20-30% in Latin American countries.” According to another, the richest 5
percent of the world’s people receive 114 times the income of the poorest 5 per-
cent, and the richest one percent receives as much as the poorest 57 percent.
This trend is widening over time, not closing, with the 20 richest countries
earning per-capita incomes 16 times greater than non-oil producing, less devel-
oped countries in 1960, and by 1999 the richest countries earning incomes 35
times higher, signifying a doubling of the income inequality.

The track record of the IMF and WTO—condoned policies—which have failed to
reduce poverty and inequality or increase growth—are falling into greater ignominy.
A recent study by the Inter-American Development Bank found that, of a total of
66 presidential and 81 legislative elections in 17 Latin American countries during
the 1985-2002 period, incumbent parties that pursued trade liberalization and
privatizations while in office lost between 25 to 50 percent of their previous votes
when pursuing reelection. If anything, voter discontent in Latin America, a region
widely seen as having most fully implemented the standard “neo-liberal” policies,
has increased since 2002.

Even policy-makers who once pursued such liberalization policies, such as former
Venezuelan economic minister Ricardo Hausmann and SAIS economist Riordan
Roett, have now advocated a move away from the Washington Consensus policies,
due to their utter failure to generate growth and rising living standards. Such a re-
versal is not surprising, given that no developed country, including the United
States, England, or even Korea developed on the basis of “free trade,” without man-
aging foreign investment or without government intervention in providing basic
services and infrastructure Indeed, many commentators have observed that devel-
oped country’s advocacy of WTO liberalization policies is akin to “kicking away the
ladder” to development for the poor countries, once the rich countries have already
climbed up.

U.S. Becomes Net Food Importer Under WTO, While Poor Countries Face Increased
Food Insecurity

The WTO’s approach to agriculture is to treat food as if it were any other com-
modity, like steel or rubber, not something on which every person’s life depends.
WTO rules on agriculture, both under the Agreement on Agriculture (AoA) and the
Trade Related Aspects of Intellectual Property (TRIPS), have led to devastating out-
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comes for developing countries, while farm income in the wealthy countries has de-
clined as food trade volumes have risen. These WTO rules have forced the elimi-
nation of domestic policies aimed at ensuring food sovereignty and security in devel-
oping countries, and of policies aimed at balancing power between producers and
grain traders and food processors in rich countries. These changes have greatly ben-
efited multinational commodity trading and food processing companies who, in the
absence of government price and supply management programs, have been able to
manipulate the markets to keep prices paid to farmers low, while at the same time
keeping the prices paid by consumers steady or rising. Farmers in rich and poor
countries have only seen their incomes decline, with many losing farms and liveli-
hoods under the decade of the WTO regime. In the developing world, the combina-
tion of sharply lower prices and the effects of WTO rules regarding the patenting
of seeds and plants under TRIPS have led to increased hunger.

e United States to become net food importer. According to a U.S. Depart-
ment of Agriculture (USDA) write-up of the topic, 2005 may be the first time
since 1959 that the United States will be a net food importer, thanks to a flood
of imports and declining export growth. That the report blames the increased
appetite of U.S. consumers for foreign products for this projected deficit is non-
sensical given that much of the flood of imports is in the products in which the
United States was once considered the leading exporter, such as beef and poul-
try, while U.S. exports of cotton, soy, red meat have declined dramatically in
recent years.

e Under the AoA, export prices for key U.S. crops have fallen to levels
substantially below the cost of production, while consumer prices in-
creased. Since 1996, U.S. crop prices have generally declined about 40 percent,
while the cost of running a farm has risen by as much. The overall tilt of U.S.
government farm policy, in line with the WTO’s AoA, has been to remove the
last vestiges of production management and price support, while topping off the
dips in gross farm income through government payments. According to govern-
ment data, however, real prices for food eaten at home in the U.S. rose by 30%
durindg the WTO era (1994 and 2004), even as prices paid to farmers plum-
meted.

e A similar long-term trend holds in the developing world, where falling
real prices for the agricultural commodity exports on which poor countries de-
pend have fallen 50 percent relative to the 1960s, while wild price swings of
up to 25 percent off of price trends make planning and subsistence difficult. At
the same time, many of the very poorest countries are increasingly reliant on
grain imports to meet their food needs, with the share of food imports in na-
tional income tripling since the 1960s. This trend has been particularly felt in
Mexico, where the consumer price of the staple food corn tortillas has only risen
since NAFTA, despite a flood of cheap corn imports into Mexico that have col-
lapsed much of Mexico’s domestic small-scale corn production.

e A dramatic loss of U.S. family farms accompanies sharp falls in income
for the poorest farmers under the WTO. The United States lost 226,695
small and family farms between 1994 and 2003, while average net cash farm
income for the very poorest farmers dropped to an astounding-$5,228.90 in
2003—a colossal 200 percent drop since the WTO went into effect.

e Displacement and hunger the norm in developing countries. Following
the decade of the WTO and NAFTA, over 1.5 million Mexican campesino farm-
ers were thrown from their land. The agricultural sector, traditionally a major
source of employment in Mexico, was devastated by the dumping of U.S. and
foreign agricultural products into their markets. Likewise, the Chinese govern-
ment projects that as many as 500 million of China’s peasants will be made sur-
plus, as the country continues the rapid acceleration of industrial development
of its agriculture sector under WTO rules. In country after country, displaced
farmers have had little choice but to join swelling urban workforces where the
oversupply of labor suppresses wages and exacerbates the politically and so-
cially destabilizing crisis of chronic under—and unemployment in the cities of
the developing world.

e By dramatically expanding legal definitions of what can be patented
under the TRIPS Agreement, the WT'O has endangered food sovereignty
and security in poor countries. In most developing countries, the majority
of the population lives on the land and feeds itself by replanting saved seeds.
Yet over 150 cases have already been documented of research institutions or
businesses applying for patents on naturally-occurring plants, some of which
have been farmed for generations. After the WI'O TRIPS Agreement becomes
fully binding for developing countries in 2006, governments that fail to enforce
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patents on seeds—by pulling up crops or by forcing subsistence farmers who can
not afford to do so to pay royalties—will face trade sanctions.

These trends and the policies underpinning them are not expected to be improved
upon in the current WI'O Doha Round negotiations. Increasingly, even pro-trade
academics such as Jagdish Bhagwati are arguing that the proposed agricultural re-
forms will not benefit most poor countries, characterizing claims to the contrary as
“dangerous nonsense” and a “pernicious fallacy.” The liberalization-led fall in prices
has had a negative effect on producers in rich and poor countries alike, as a recent
National Bureau of Economic Research study concluded when it found that middle
income corn farmers in Mexico saw their incomes fall by more than 50 percent after
NAFTA/WTO implementation. After a decade of failed policies, it is clear that the
WTO’s “one size fits all” approach to agriculture and food security issues has failed
at delivering its promised results.

The WTO’s Coming to Dinner and Food Safety is Not on the Menu

The WTO’s relentless drive toward the “harmonization” of food, animal and plant
regulations based on low, industry-preferred international standards, endangers
human health and sharply curtails the ability of elected governments to protect the
health of their citizens in this critically important area. WTO-approved standards
are generally set in private-sector bodies which do not permit consumer or health
interests to participate and which make decisions without complying with domestic
regulatory procedures for openness, participation or balance. Even if a country’s do-
mestic food safety laws treat domestic and foreign products identically, if the policy
provides greater consumer protection than the WT'O-named international standard,
it is presumed to be a WTO violation and must pass a series of WTO test estab-
lished din the Sanitary and Phytosanitary Agreement that have proved impossible
to meet. Some of our key findings include:

e As required under WTO “equivalency determination” rules, the U.S. de-
clared that dozens of countries ensure their meat inspection systems
are “equivalent” to that of the U.S. even though the countries’ stand-
ards and performance violated U.S. law and regulation. Many nations
maintain their equivalency status and this right to ship meat to the U.S. de-
spite documented violations of U.S. policy. For instance, Argentina’s meat in-
spection system maintains its U.S. equivalency status despite well-documented
problems that include contamination of meat with oil, hair and feces. Similarly,
the Brazilian system, which allowed companies to pay meat inspectors in viola-
tion of U.S. law requiring independent government inspection, was declared
“equivalent.” USDA labeling of imported products makes them indistinguishable
to the consumer.

e Time and time again, WTO tribunals have refused to permit any regu-
latory action based on the “Precautionary Principle.” Governments have
long relied on this principle to shield their populations from uncertain risks
from new or emerging products. Previous “precautionary” actions by the U.S.
government to ban the morning sickness drug Thalidomide in the 1960s and to
prevent the outbreak of Mad Cow disease in the 1980s and 90s helped avert
the substantial human and agricultural devastation that occurred in other coun-
tries due to these and other policies. Yet the U.S. has used the WTO to system-
atically attack other countries’ precautionary regulations such as those dealing
with beef hormones, genetically modified organisms (GMOs), invasive species
and agricultural pests.

e Any domestic standard that provides more health protection than a
WTO-approved standard, is presumed to be a trade barrier, unless the
higher standard is supported by extensive scientific data and analysis that
clearly shows a specific and significant risk associated with the lower standard.
No nation has yet been able to demonstrate the need for higher standards,
much to the WTO’s satisfaction, despite several lengthy and costly attempts by
developed countries to perform WTO-required risk assessments on the dangers
posed by artificial hormones in beef, invasive species, pest contamination of na-
tive salmon populations, and more.

The WTO’s Environmental Impact: First, Gattzilla Ate Flipper

Public Citizen has documented a systematic pattern of WTO attacks on member
nations’ vital environmental concerns and policy priorities, as well as a series of bi-
ases built into WTO rules that promote unsustainable uses of natural resources.
Over its over ten years of operation, the WTO’s anti-environmental rhetoric has
been replaced by more political pronouncements, even as WTO tribunals have sys-
tematically ruled against every domestic environmental policy challenge that has
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come before it, and eviscerated whatever GATT Article XX exceptions that might
have been used to safeguard such laws. Instead of seeking to resolve conflicts be-
tween commercial and environmental goals, the WTO’s largely ineffectual Com-
mittee on Trade and the Environment has become a venue mainly for identifying
green policies that violate WTO rules. Key findings include:

e To date, all GATT/WTO dispute panel decisions on environmental laws
have required that the challenged domestic laws and measures be
weakened—even when the challenged policy treats domestic and foreign goods
the same, or when it implements a country’s obligations under a Multilateral
Environmental Agreement (e.g. the U.S. Endangered Species Act regulations
implementing the Convention on International Trade in Endangered Species
(CITES)). When the WTO ruled against U.S. Endangered Species Act rules pro-
tecting CITES-listed sea turtles from shrimpers’ nets, the U.S. complied with
the WTO order by replacing the requirement that all countries seeking to sell
shrimp in the United States had to ensure that their shrimpers used turtle ex-
clusion devices. The new U.S. regulations were approved several years later, but
Thailand and other shrimp exporting countries continue to put pressure on the
United States to weaken the rule’s enforceability.

e WTO rules have consistently been interpreted to mean that products
cannot be treated differently according to how they were produced or
harvested. This interpretation, for which there is no legal basis in the actual
rules, requires, for example, that clear-cut tropical timber cannot be treated dif-
ferently from sustainably-harvested timber, that fish caught with damaging
drift nets cannot be distinguished from sustainably-caught fish, and that prod-
ucts made using child labor or extreme cruelty toward animals must be given
the same trade treatment as products made under more humane and ethical
conditions.

e Because WTO panels have systematically ruled against challenged envi-
ronmental policies, now mere threats of challenges often suffice. For ex-
ample, after years of sustained trade law challenges, the Bush administration
decided to quietly implement a change to a “dolphin safe” labeling policy which
Mexico had demanded as necessary for implementation of a GATT ruling. (Mex-
ico had threatened a new WTO case if their demands were not met). On New
Years Eve 2002, when few U.S. citizens were focused on policy matters, the
Bush administration announced that it would change the “Flipper-friendly”
tuna policy and allow the “dolphin-safe” label to be used on tuna caught using
deadly purse seine nets and dolphin encirclement. While this policy was eventu-
ally overturned in a challenge brought by environmentalists to federal court,
Mexico and other countries continue to make noises about a possible WTO chal-
lenge. Another case involved Hong Kong’s WTO complaint about U.S. anti-
invasive species laws. In this case, U.S. regulatory efforts to fight the costly in-
festation of the Asian Longhorned Beetle (which is devastating maple and other
trees throughout the United States) are being classified as violating WTO rules.
The mere threat of a challenge in this regard has provoked the USDA to consid-
ering watering down regulations requiring treatment of raw wood packing ma-
terial to comply with a weaker, WT'O-sanctioned “international” standard.

Warning: The WTO Can be Hazardous to Public Health

The WTO’s wide-ranging rules have consistently troubled public health advocates,
who have found that many policies which have little to do with trade, are being
threatened by WTO mandates. The following are some examples:

e Access to and safety of medicines. The creation of a worldwide pharma-
ceutical patenting system under the WTO’s TRIPS agreement has raised phar-
maceutical costs in the U.S. and further restricted the availability of lifesaving
drugs in developing countries.A 1995 study on the overall impact of the TRIPS
agreement on U.S. consumers “conservatively estimated” $6 billion in higher
U.S. drug prices due to windfall patent extensions under the WT'O. Why a busi-
ness protection scheme guaranteeing monopoly markets would be inserted into
a trade ‘liberalization’ agreement has outraged consumer groups worldwide.
Poor country governments and health officials note with fury that even though
the current patent and licensing regime has only recently been accepted in de-
veloped countries (Switzerland for example, did not recognize drug patents until
the 1960s), under WTO rules developing nations around the world are required
to adopt monopoly patents on medicines. Concern about public health has
grown around the world, with many Members of Congress taking a lead in op-
posing trade agreements that restrict access to essential medicines. Unfortu-
nately, the U.S. government has often been on the wrong side of this issue,
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WTO—challenging Brazilian and threatening Thai and South African laws on
compulsory licensing of pharmaceutical products and pushing to undermine in
its new Free Trade Agreements a 2001 WTO Declaration reiterating countries’
ability to issue compulsory licenses for medicines. Yet the U.S. itself used the
power it seeks to deny other nations in WTO when it threatened a compulsory
license after the 2001 anthrax scare.

e Downward harmonization for drug testing. In order to fulfill its harmoni-
zation obligations under the WTO, the Food and Drug Administration (FDA) in
1996 proposed changes to its guidelines for testing the potential carcinogenicity
of medicines being approved for U.S. use. The FDA had previously required
companies to test drugs on two species (typically mice and rats) because tests
on rats alone often failed to produce evidence of carcinogenicity where it was
subsequently found in mice. The new WTO—“harmonized” testing standard ap-
proved by the FDA, however, allows drug companies to drop long-term mice
tests and substitute them with less reliable short-term second species tests.

o Threatening developing countries with WTO challenges to pressure
them into reducing public health protections. American Gerber Products
Company refused to comply with Guatemalan infant formula labeling laws that
implemented the WHO/UNICEF “Nestle’s Code” on the grounds that the laws
violated trademark protections provided in the WTQO’s TRIPS agreement. The
Guatemalan law forbid pictorial depictions of healthy babies aimed at inducing
illiterate people to replace breast feeding with formula which, when mixed with
unsanitary water, was causing an epidemic of avoidable infant deaths. Gerber
refused to remove its trademark “Gerber Baby” from its labels. The law might
have withstood the threatened WTO challenge. However, to avoid the prohibi-
tive cost of mounting an uncertain defense, Guatemalan authorities instead ex-
empted imported formula from this important public health law,whose success
in saving babies’ lives had led to Guatemala previously being held up as an ex-
ample by UNICEF.

Conclusion: The WTO Must Shrink or Sink in Order for the Public Interest
to be Served

The WTO, far from being a win-win proposition, has been a lose-lose affair for
most people in the United States and abroad, threatening people’s livelihoods, the
environment, public health, and the right of people around the world to enjoy demo-
cratic policy-making processes that allow them to decide what is best for themselves.

The recent WTO gambling ruling and other controversial rulings are widening the
coalition of groups questioning U.S. trade policy. Groups such as the Association of
State Supreme Court Justices, U.S. League of Cities, National Conference of State
Legislatures, National Association of Counties, and National Association of Towns
and Townships all have expressed concerns that current and proposed trade rules
may undermine our nation’s system of federalism and the integrity of our domestic
courts. Groups typically considered bedrocks of the “pro-trade” alliance, such as the
National Association of State Departments of Agriculture and other agricultural
groups, are expressing concerns about depressed commodity prices, lowered farm in-
come, and the United States’ “net food importer” status. Associations of immigrant-
descended groups such as the League of United Latin American Citizens are ex-
pressing concerns that Hispanics and people of color are not sharing in the gains
from trade. And high-tech workers and inventors are arguing that the drive to make
ever-more protectionist trade law favoring the largest high-tech corporations like
Pfizer and Microsoft is cheating workers whose jobs are being offshored, inventors
who are seeing few gains for their innovations, and consumers in rich and poor
countries alike, who face lessened access to essential medicine and restrictions on
legitimate uses of copyrighted items.

Opposition to the WTO’s rules is increasingly coming from governments them-
selves, as the organization’s ever-growing crisis of legitimacy bursts into public view
again with the collapse of the WTO’s Cancun Ministerial. In particular, these coun-
tries—led by Brazil, India, South Africa and other nations—demanded that the
WTO should not establish one-size-fits all, anti-democratic rules over investment,
government procurement, and competition policy, proposed rules that were subse-
quently dropped from WTO discussion. It is extremely ironic that while the Bush
Administration argues that one of its top priorities is promoting democracy world-
wide, the status quo WTO and U.S. positions regarding the WTO’s future course
push in the opposite direction.

We no longer have to guess what might happen under the WTO: we now know.
A decade of WTO policy has led to stagnant real national and family incomes
around the world, increased poverty in the poorest regions, and undemocratic WTO
attacks on national sovereignty and public policy. Based on this evidence, Public
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Citizen finds it highly unlikely that continuation or expansion of this model will re-
verse these failures.

Thus, Public Citizen works with a global movement calling for transformation of
the current WTO system. While we believe that a system of global trade rules is
vital, the current rules are not serving U.S. well. We propose that certain non-trade
aspects be eliminated from the WTO. We also propose that the trade rules that
would remain be altered so as to better meet the goals of providing sustainable live-
lihoods to people in rich and poor countries alike, fighting for the elimination of pov-
erty, ensuring sustainable use of natural resources and providing food sovereignty,
the essential tool in fighting hunger. For details on these proposals, we you to re-
view their summary at “WTO—Shrink or Sink! The Turnaround Agenda Inter-
national Civil Society Sign-On Letter,” or for a more through review, please allow
U.S. to provide you with a complimentary copy of Alternatives to Economic
Globalization: A Better World is Possible, an edited anthology with contributions
from Public Citizen.

To maintain, much less expand, a global ‘trade’ regime that to date has worsened
the economic situation in rich and poor countries alike, threatened food sovereignty
and access to essential medicines, and that undermined democratic governance is
a recipe for growing economic, social and political instability. At a minimum, the
real life outcomes of a continuation of the expansive status quo corporate
globalization agenda as implemented by the WTO poses an enormous risk to the le-
gitimacy of trade itself.

NOTE: Sources and further information are available upon request by contacting
Public Citizen’s Global Trade Watch at 202-454-5105 and www.tradewatch.org.
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